


Institutional Archive of the Naval Postgraduate School 


Calhoun: The NPS Institutional Archive 
DSpace Repository 


Theses and Dissertations 1. Thesis and Dissertation Collection, all items 


1989 


Domestic production and national security--is 
there a connection? a case study of 
SEMATECH research consortium. 


Moore, Gary D. 


Monterey, California. Naval Postgraduate School 


http://hdl.handle.net/10945/25855 


Downloaded from NPS Archive: Calhoun 


Calhoun is the Naval Postgraduate School's public access digital repository for 


| (8 D U DLEY research materials and institutional publications created by the NPS community. 
| Calhoun is named for Professor of Mathematics Guy K. Calhoun, NP3's first 
ith 
KNOX appointed — and published — scholarly author. 


A LIBRARY Dudley Knox Library / Naval Postgraduate School 


411 Dyer Road / 1 University Circle 
Monterey, California USA 93943 





http://www.nps.edu/library 


= 7 8 a A IS A O De 
E 0. GA A ee 158 410,4 VEDIA YO A A T e 
AA ee E TAN - 

















































































































































































































































































































































































































































































































e rr 
NA AA LAA IEA e 2%) 
, yo aH OTOT T 
Prt? Pi PA ten abe O Q ês 
TURTIT E g cn ete en A À % O ARSS AE 
es’. is O CELERE YET] .... 
h i ree pith atid, TFT om e ar 
Po = L TTT E T T ba] hora bed 
¡Me A A RO 20. 
fas .. 108 we 1, ¿9 Yt Tig st a rises; 2 AAA 
2 N a LTO am 4 Tb to e <A nans q aa 
N > eG ry ae oe a ee II te a a 
0 n , K y 0 > 2 E Pre Coe ened Re T ee SEG 
ie is J ce A É ar phy as UN tr => a o lig 
n CEE |] u Opah A AMIA AA et. rr Fb idle ep lan an port [mt 
rs F CE AAA AS AA Biase a A n S bee e pa 
“af PAINA HEY) LORTE PE Y A dr La! ripet a A 
r A PO PS TA DES A p a O O T a Papa. ae 
G a LCA TE ASIA AAA A OA TIPO Rere eS 
er IA Coe ur en ne es 
E G KEREL ITE T ET r AS 
b Reno Of o An O | E 
a a A A 
b 50 Leo miro de 
i CA TS o Agr ume : 
‘ i CA TAS by ha oa ee s. 
‘ Laer TT t AA tel er A ye E 
AAA AAA TT o> bl s4taee dre Ei S ph y 
e . KT ERN pop ae s ri ra tod he OORT eee eS parto: 
. O n a 3 be as Meer y ERAS ... rr tps a HA da Cra Lo lA m 
š i ‘ee g qe 4 4 n m A ie i Pre a° a= ee Ce iu” DP rd 
D d oe of e a dl AT 
E a fie oe g e. AAA o o mi 
7 err A s z g MR + > OP reas my E E eee ir Gems 
0 i 0 E E at O i e y AOS HEES lo od, AA Al o AS eae 
EA cea 5 ` s. h a A OOO Pade. Nooan omas le As wende ka T E T ere fungi Ardo bras py 
$ ' G A AA A O . 0 1. »pO z TN ETE TRE Ae ed o EI r rA A prim papanga 
i AY AR LI CPP EA ODA os rotor Ps 
AO ARO ..0 0% O AO ATTE Y POT anes bbe tad AO Us re ¿rs apo 
g i es aaa ia . 4 TSE O PTT S igde oeir p er bn a ian aeaea 
enaa P z M S A A ET d e eea de RA pd cel en anria 
. = ion Ce ae G iaio A A TH i f PEP PTA RI Ate a e do il Te a rr O rra 
ata A A I A A TAIN S oi A t rts A aint kt 
: i a A ots phe mee ata emote echoes IS ay AA are A pied sp ae 
2 TA A AO o ia . o AA 
: E 5 G y a pan eat O o. bp te elas tr rtd pd iD A een tal [ay cote ee ee 
ee, mm.» NA AS UAT e MY A Ty DD DUMAS O a eau a a y ar 
aoe g A ° g E E ER AE O pd PI <a AA pal ai a es Treo 
o TV lee eee Pe A T a Tr is ae tés 
A e hs Sa k . ' aop . A e AS cio yt són cd = Leo AA UéL ¿LA A i- 
i A e PI E: E A 4 IA ENE ore e mm. ¡Cord ten rr 
A TAGS a O b TE T E AAA AA 4a 
; E oe AS E ree TRATO? SES As $ r e irae At cee te) moho StS etre 
g r g 7 6 Ant erie ace whe 9 9,9 Pog pegs e den a Bay -= por a 
y o A CS ' k r if A Peers e o t s u. ms ie, > ig lo Ha 
s i ee mee ee ¥ 2 ee? Ma 4 Semi . ET E pr e A E are 
A A el : ee á i Hiren A TO lad eee Ore ee bored Cmedhy o ee 
S g A D i ee E PA os AN PS EIA Toy PO ERA E AO ad y 
i i ` A BREE ho e sd i HT A MEETS a o rl DN A eh es IP rey epee o Y = 
0 g r A .. s os o o o EN | CO E TI AAA pto Y 04d rr 5001190 > a o WT y 
a g ut o DS eat) G me ce wich cuca a i et iy id A Aa a Pits a piian Be bene gt rH ee ee ee O 
° . ct > AE epa d g AE E A PES A AR T jor bdo a =A 
g A F qe al bd E A A MS MOT 40h wb lane es orde ar a tna us 
` 2 : j IN E AR A O ee ee iria daa Par o aree a de roo bar pe 
= A 7 MEA A 2 | a Si o? A Co po] A « OF OE en 7 the" lel tee ee ae ee Pe es 
y i o» > i KONA Ai A ts ayer ere pia ie CL oh Seer PP rede et od das Siete ten ett Coa ey te 
y j ; š Ses 3 pe x E i > ie al Ss EE a Ese do ae peed Satin Gor tetas frat bet 
A 4 > { i = FA P ; 
G i g AS a oF DO ay a Tate al e et tee ot) apto trad da td 
j ` i 4 Se ee esis A a MO, e A O A 
A A ET A E eR Se ae ey 
2. A 5 
5 Lae E 7 see A y a O d S z Popes edt de did ae e bs el o E 
g T "Ee A A 3 A A EN ORE PTs Se hee bg a ore 
g e Oh A Ea . g EE ET ua À © t wales. s- t Sd a A a ae. 
o o d 2 A AR AS a 0 Oe te ey errant Pn Brae Pri >. ed > A Pe E pt D 
8 a o A A 4 Se T k ataka be f 
A i 0 y a Ms Pe eek . a s TEN ETR tt +5 $ a Fe rea wet Ji ai yor Gann rar te ek 
7 H ei e > A ANA few y as » : 
` . A . E A CUE sn» r O ae Bea AT ie ee ae X = 7 RT IRA EA AOS 
o i z . ° CO s it za ` E neh detente oqojo ado li rot: pT 
N r ry ots Win o 6. 
a Fi 1 fake Pye ' , ee e. g ae > Ka OÍ aD OEE SOL At R AS Sy Geant pcb ora Ta RES od 
ioe a E i re ris eo se ue i de P C PE TT s e “a CIA ia AS te em 
y o j a E A si = TETE T e 884: ope relay Wek. Hee we EA A rake ebay ite 
. rs y p A nso e UNA t LE da da 0 Ri A r 
ATA A gA i] 7 AL A F AS Pd E pd Eo! mee de air da oa 
n ry g , 5 CEN A Jeo o x ae roo cm A E RAL bdo a e a ete > + . Eat e art La 
A * . . i Y EN ad oh  i obtener te seater > 
d 2 : G g ere ee, 0 5 poa EA morir e rs 
g G g p g Pi n o 18 eo: t (4 ‘ a TA A pu y = | PEE ponte 
; j i ‘a T A N ET TN caer e a afas ed 
i : i i Å g i o o Ty d ei PA A > da Dab. mr ps os ee borges A e. 
i i = H è ICA ean Aid. st T DR O POS a APR e 
A e .a : "4 g eee ae E e En EI Ad lt F 4 a nee 2 
f s 4 0 ig ae A m'eo oe a Sober o ega’: © ip rar ie os oe a oe er Set in AS ot 
> G y A ER F Tere 4S, A AS PT) ro G 
: a Copter La j eT ae TRE EN eT Yh Tate ACI e RAN as 
o na e t CE ne E G g e e O TA i QUA 5 2 TI PR PERS A PA A TR E me 
A A a a O O A is E e AA A AA MAA E A EN 
A . to. A ' wi és aa A a EN a IT A me Or mt, hh ete, eT ee A a a o A nt 
i ; i A EF O AS MA ls er a are a 
. ae St itd otg” stess. Z; kia ta PTS AS TA A ee pre sas ards ta 
g i” g IT ee ee a hee an Ce Y id A TE 
É C TEER? SP 4 deb bd e OE — uti ee -T A 
g n g f, E TS TT A Sere sy eee Se y kel 4 api 
7 A R e o R a j- a ; a @ Fe * as 14 d tanh “{ M l da % 
.a F A A 
, 1 SAA A 
i y E 
AA 5 7 
s i Es ARTO? ds E zte 
Dot, z E 
A : : MAN aS PERFI 
i : d g e.i o r oy q 
i a tet Dr ee ee Sry 
hab i (RTF EN MES 
E ' ry 0 ol 
2 
E e” 3 hal e A “a ears 
E j ES A > 
z no». Dl Fi A E E 
. g o A IA Od 
. . 
. A aes 
g , ° H 
. 
. , 
0 
g CEE . 
a) 
F 7 . : 
y o .. r n « 
n a 
b. bd A 
o A O 
A i S oy 7 
J g a 
a . 1 
g A E 5 
. Li Ke 
7 ES y » 3 
o al nn. 0... 7y 2 
is fen A PC AN e qe gr y e - * 
2 . e o... ou tar t0... + Pf 6 wey eRe Fg yee 
s eae E na s. . ap a 9 wey ats ° 7 6 ey 
B . A . ' z . 
J 
y o , 0 e MS 
y i Š ` . 
o Py lee y A , r ; Fat ail Le fd e AOS . PRIEL amy seime i n i p c BS -~ = 
n A ee aa A ARAS Dd adel k f oe £ Pe 
q PE A . 4 oe E E ed dl E > bo KS Choe w E a iD yal AI SN E 
i . ss OC ACI ARO = nET OE A o A E ro ont teat cach sal igs mee 
a Pa a0 ”o ý 7 O ed e ee as ue G (rr So sr i VERAS Pe Sats bre pbs Le Sas 19@ Se | a, e> 
: i a Ls, A A Pores past woke: endl oo ede mene o ls ed vite edit elena ts pg roe EA 
g A : ECHR AN LM Rt Nee cr et ERIS O 
Ao DRT er fat ki A OTE) Pe E EAS Pta SAA e pe A o 
g g g aae g on Parry s.g” MOT E ae A A fi ae =P» PL Per oye 
O g z Po nea A s eu ioe <* & da als Salad ps ez al | 
bj > E2 = -> 0 zf 
r A * 05 A . e APIS A Ce TE z i e e A ig ras a o oo o 
aa 7 be Cee E A Acer e de ARA EAS 6 SÓ es pul el al 4 Pas rs gs T e ES ” a, 
g CEPE” e a SG al 9 dal dado A E s ee pga a a ag e = 
o , . ee = prp a . k e Ó g 3 gu y a -- -» a oo . 
2 Ñ i > n E A A O AO . je a 54 > ie teks ee ies 2 Paige an A apta ly a Re 9 Ros ast eat 
b 0 G .. g ie E 0 7 ... hen ee y C ee NO Cr ol ore a o e te Ala m= Pre) ds ee ee ret Spa ga ia 
' . z Fy . a o y E =æ 90's eps .p A ayp: sorgo «bue a po Pa ees A SEa a oe 
Eo S , A E A D g p a, A E ie em. .. oo E ad b r aes Fak -ppr ag oda 
tex Y BAA E T S E E EOS AN ur > rey ot ee a o Aa a gly pa: = Fit one en's or evil agers cp so aba a F 
a A . kd a , ace a g A PELTI z" O “eo m Ad aos See ae Lar e. $0. ç Ee i ae A ere nal 
A n 0 ALL, OO A oa E E RR A As pa E A pa Fe ia PE ae 
. g 7 pe y o , G E cs des A . o E E m3 ra er’ AETR “apy, ` at o pst t ad e o r A "cl Sá 
. o. F Ha — 
n ; A A A tsi pA 3 aT IE O Pi a es a TA Peery eons newer il po o E pa Ta o lt A a E to ate 
J es 9 e a poe Es g COS a OS O AS e da a el «A AS 
. 7 i p 7 ae os e E de s O ars, Deas Cte uae dita Bi ppt ony Pers >, A DA A pr poi ag EA o 
o ee a RT ete wee g > a -æ aed e sr besat 
.. ry DO G 7 ' $ E 2 A A E a + IAE d E E A a ae O A on a z $ 1009: 209 e A he ae ALN p "a ire e Aep ad noe ne e i pase il 
A i A OR ore eed VS O A A OO whee FA A ee E e pey ppp gya a. 
e 7 0 7 A A ee + a E A E ee a = oe C e T TE E ro TA T REA higi EAP ~ OF Dan eel el el ns 
a ay O AS File 3 E aaa .. PES Pees 0 TE E 8 y ro lags Sd Ape x PR ates > 7 er erer wee 
i 0 G er de 7 o E A O UDS SA AAA AN O prada ý La te BP ipa vw EA ¡Era A, da | e eas Pes Esad 
a E A A 7 .. C a a A 7 e 7 a A Pry Pies a FR r a A pes E "e Pin > as Pu E = pa (ge tees pee 
d g 7 0) G > n ANES Ci ne ie pars mit nas E e... » Ad A tactical, a a5 PILE hee A dea a a Cr E e wr ee, 0, 
y W j y Es eer o Ld a a L TEE E ee ‘K .. e ete K Peeri x . E Y dd at 
z r b f lie = na PT “es HANS o mes or pos qe o es ponpen a" peg A E 
ES 5 a: be ) parto wee e ci ds hg siera +. E pos ee othe a = E A A 
y : 7 : NDS DO da e PE YA Mo a a ge megs A bbe Pg palate Apia E Be IN 
s 0 IAS > A AA IC EE 6 9 sey ae) = p AA a he ad EE ia aa a aa, 
Tii x 5 Ad E DAA CA A pei pan ea . qn ar o. A pied hl e fic eens a id 
: P A z A A E Y nee EQ A O = y ida arate A i A oe 
g 4. IN Le 3 MAA .t CEO E LT] a 210 Po tp Pa bed as of poping Hed ar A 
. ee t akaa a a AL eT aa (pra có al e o a 
f . ... "re Se fe 6M MEH O™ Beet eg Of r Perro ove rs = LELEL i estat path = ~~ LODO PD o go e PO 
s. ns TA ee ee COLO RPP Mp O O e bd cep = pee. 9 o a T a 
. noe > wr A E ANETO RA A ¿ets Aon o” a a a piel 
ps AIN A A O iada A A ietirares PEE coo 
f A EN E AN E ET Esc ne eat y a ddr a 
E 0 A A MT o dl o ha AA e hate doe ae ee ee 
o r o 4 Eye Lael ed e E A O a UP d ah A pi oo de A one 
e E Ai dad OO Esad ii dl ic chee nt a a ee ap 
A PA A E AA ere. ti e A Acs paga Sot dejados ll dii Cages- f= fr nN Oc 
, . o , . kiiy O woto E E T J b aot dent bd dil A a a - -p w 
a A Pr EELT E E T a ee a fe antl od as d A A OTE 
ray E SA oe - h cdi de 
j i ee E e... CA OR MR A AO — ppp pela? A a dd 
0 ei Or y er IN NS 2 am ead Aid be pp ee pio ne rre n Peate ase 
a A ce £ 6 © oe Hew rece eee i a = ` e a a tention on oe Ce ee oe ey 
0 r? tis 0) y SS Y NS ise , a 
i “w es Cr vre LJ w PRI ETES A O aa eee el nl 
g y T OET OS E a TS ‘one a ented sa ae eet ee i omer 
0 1: ae aca he? oe ok LD oe LP ee het eae Cf aber eee os a AO e poda OIC [ATRAER pediria 
A R N E A RAE E a e nt mas cs Seatin spate acti gach ds a 
A ue A a eR T gate ALT i My or ft A oe ` E AE pe ert h Ms ei pb ra 
y y CEET] 1%. + g e ia “4 5 A ad » 
' 7 f O G . SRA Oyo EES 3 hed peer tit ¿a A od ng ad pd gy qa ms 
E i i he A tl nd) fin pppoe. ey sl pda a o moed ae 
ed B oo a ttl cess Te AY) ik ok pal dete paket > wrrece tie ott a ER 
z A LS TSS Oi pn oe ew pre ar etc 
: Pree oe vor da, ten AAA ira ns pego lbs 
A sa osat o > Tory et iy e ad Pr A 
Po. AA Sh RNS Se Ter SARL at o ran 
y z y > a A ey alg > edad + ia pla 
' G 9 ol A A e ete eer APA be eed Los A] 
. 0 a g LECI Le , Py ee et eee A et A ol on Io 
o s ‘ a > ot ee de ad F a EENET TRT N rt epen Tre grees 
i k y . J % LS id ae e i LE to a. Paba add Pr AA pr nat A 
S : o soe ... A kes A CA He ar 5 Sa A A dd rd 
A g 8 g y CO spe ¥ $ 
A o .. M r > rer P i e s‘ k EA g a 4 poe .. ed AAA es md A 
d j s g ara 4 Ps A a Cry ere 
e a yee Pa ees ates PC ors v 79 pe AA pal po A 
e y + 147) Py o E . G 
7 ' an y y AG . 4 J "er rece Aris b ato A a O dis ia ° ay AER P o aaaea 
CE) G rs ie Par} ry ri . in 4 . E A E Ph Es rr aa a E a is 1 
he A A Fett ‘ry tos ae Lee es nh O A papi ah jaf Bhar Pett bt cha thal ee A a a Ad p 
y E A a vs. A IAS Oo dpa 
i Fi : . p PAN Cir ame a A & AA IMA po e A rra a e n lagadenn onai n fae 
«8 en.” 1 a ea se A A Soa si’ vrs A 5 CE ERTE T" bathe TE) e a Pi +p Ana tal ry . e ts 
7 Las E A z rada E e A ar ea a a cig 
ee 5 nr) . E ard X 
A ry ` eo ene trere i Jules Back Be hd atu) aot A a o o teen pe nee 
= A ar ri nor s ee R ee ce A A 1 a Ce ly 4 bt a s A hee eek ee a A nee 
» o Pe A es se eof 7 M 7 A . 29 ho. e = Aa Le i oe e yoo. Peeps. pl A A > POB ay 
pu i o O O A O AS E ALE 03 EAS COS ppp e ooo. qe LA tral dt peo pre 
. . P G e Car s A TEE E E CE z 4 Er rs .. pr Adonde rt afte atonal EN 
i y k $e y 5 Reet: yore A NO Vt) = Datel ý ADEST A A ad ai e lid arar di ibi A ly dined pr gg 
i AS .i tee ed eee: ld ro rt aie E LP DORA ap ne nd alec a oh ane 
oe g A G IS ... em o sl xa Ira a A A A ie Aa a Soo 
A AS J A A ee bo aa Bayt ek od DLC om a a Dn e o a 
A z ... ' A fi e LA Jo TE AA 4 eh des A A e ja 
A G o TE dE e A ASA AA, =. E eer) pd o Md E boat ais dera daa e Eo: pci a 
: : T ... eS A Md et ere: a - Se eh et ei da dió A a A o cd glee) wee 
oe i , ° A cy ee Vee co A T E OS A ee eee chap pr el aie mn t 
y o , a ADA O Je r ’ fade cS edt Dl SPCR eee VOD ate 
O ., > A : A yes a Gare ee ae Ca ts NL eii pe poo eed SE Pt ere. ¿PA ane Resear pos A e 
y e J E g A a A A enak aa E. ade mt poa 
A g . z : s.t A g e P % ry TR TETE AA ON OR a AY El at id dr bad veo” e 
A ' s a er r n .) 4 2 Ae ..... as ê yo k re pop pS e A E rey A 
A . : .. a] G aoe ‘ vd sd La .” lg mum... ... 1.1 idad are A AS iiion ra 
Je es es i E O Y g z ME . en.” .. se vt ad SS A Ai Ieee, a wp Sg 
> i 8 E : A II a | IA A A id a de eere 
° E .s O E t = O VY ORORO Pe N o ton. 
Ree bd a a. LIA, o H pyp o a bot = a kee righ pps I tat a 
k z ' 0 3 > A y OT AI 2 > Por d a A eae 
. o e e a on O . CU A rd owt one we 7 pira o a 
o A A A e g i O g : P LA’ e i >. TPE T PA TO satel y de Prete Sn, abs Cd 
ws G ° A O ~ 2e o. m Wyo A a e o A OLE fl ae yma 
b . n e ews Sot, py CE Tas da 18 
g s z 5 H i Í ae at y y se Pra ie En MES oe a0 ee BUM pin y mnn SAGARPA sr ee e dd ds e 
' . 1. ý A EN k "A ee 0 AS y A rs oe A A 
‘ 
. ve kd 
R e 0 
La 











NAVAL POSTGRADUATE SCHOOL 


Monterey, California 





THESIS 


ln M| as 
-™, & 
y di a D 





DOMESTIC PRODUCTION AND NATIONAL SECURITY-- 
IS THERE A CONNECTION? A CASE STUDY OF 
SEMATECH RESEARCH CONSORTIUM 
by 


Garry D. Moore 


e l o 


June 1989 


Thesis Advisor: William Gates 


Approved for public release; distribution is unlimited. 


1245997 





UNCLASSIFEID 
SECURITY CLASSIFICATION OF THIS PAGE 


Form Approved 
| REPORT DOCUMENTATION PAGE OMB No 0704-0188 
la REPORT SECURITY CLASSIFICATION lb RESTRICTIVE MARKINGS 
UNCLASSIFIED 
(2a SECURITY CLASSIFICATION AUTHORITY 3 DISTRIBUTION : AVAILABILITY OF REPOR” 


| 


2b DECLASSIFICATION / DOWNGRADING SCHEDULE 


Approved for public release; distribution 
is unlimited. 


| 


, 4 PERFORMING ORGANIZATION REPORT NUMBER(S) S MONITORING ORGANIZATION REPORT NUMBER(S; 





6b OFFICE SYMBOL 
(if applicable) 


Naval Postgraduate School 36 Naval Postgraduate School 
6c. ADDRESS (City, State, and ZIP Code) 7b ADDRESS (City, State, and ZIP Code) 


| 6a NAME OF PERFORMING ORGANIZATION 7a NAME OF MONITORING ORGAN'ZATION 






| 





ontere A__ 93943-5000 
8a NAME OF FUNDING/SPONSORING 8b OFFICE SYMBOL 
ORGANIZATION (if applicable) 







A 3394 325000 
9 PROCUREMENT INSTRUMENT IDENTIFICATION NUMBER 


10 SOURCE OF FUNDING NUMBERS 


PROGRAM ERQ@SECT TAS* 
ELEMENT NO NO NO 


Bee my Classification) Domestic Production and National Security--Is there a 
Connection? A Case Study of SEMATECH Research Consortium (Unclassified) 


8c. ADDRESS (City, State, and ZIP Code) 









WOR UNIT 
ACCESSION NO 





mm) TITLE 





12 PERSONAL AUTHOR(S) 
Moore, Garry D. 


13a TYPE OF REPORT 13b TIME COVERED 14 DATE OF REPORT (Year, Month, Day) [15 PAGE COUN 
Master's Thesis FROM TO June 1989 


16 SUPPLEMENTARY NOTATION The views expressed in this thesis are those of the author and do 
me reflect the official policy or position of the Department of Defense or the U.S. 
Government. 


a7 COSATI CODES 18 SUBJECT TERMS (Continue on reverse if necessary and identify by block number) 
ga 3y z Research Consortia, Semiconductors, National Security, 
AA Pomestác Industrial Base 


19 ABSTRACT (Continue on reverse 1f necessary and identify by block number) 


This thesis examines the relationship between domestic industrial production and 
national security as they relate to strategically-vital defense products. An analysis 
of the semiconductor industry through a case study of the semiconductor research and 
development consortium, SEMATECH, is conducted to determine the viability of this type 
of organization to bolster domestic semiconductor manufacturing. 

The objective of this thesis is to determine the need, if any, for increased 
Federal Government support of research consortia in encouraging domestic manufacturing 
capability of vital defense products. 


2 ISTRIBUTION AVAILABILITY OF ABSTRACT 21 ABSTRACT SECURITY CLASS FICATION 
a a O [J SAME AS RPT OO otic users | UNCLASSIFIED 
22a NAME OF RESPONSIBLE INDIVIDUAL 22b TELEPHONE (Include Area Code) 
William Gates 
DD Form 1473, JUN 86 Previous editions are Obsolete seii CLASSIF CA OR NE Tas -aS 
S/N 0102-LF-014-6603 


1 





Approved for public release; distribution is unlimited. 


Domestic Production and National Security-- 
Is There a Connection? 
A Case Study of SEMATECH Research Consortium 


by 


Garry D. Moore 
Lieutenant Commander, United States Navy 
BZA., University OL Gexas;ealo/ / 
Submitted in partial fulfillment of the 
requirements for the degree of 
MASTER OF SCIENCE IN MANAGEMENT 


from the 


NAVAL POSTGRADUATE SCHOOL 
June 1989 


TI 


ABSTRACT 


This thesis examines the relationship between domestic 
industrial production and national security as they relate 
to strategically-vital defense products. An analysis of the 
semiconductor industry through a case study of the 
semiconductor research and development consortium, SEMATECH, 
is conducted to determine the viability of this type of 
organization to bolster domestic semiconductor 
manufacturing. 

The objective of this thesis is to determine the need, 
if any, for increased Federal Government support of research 
consortia in encouraging domestic manufacturing capability 


of vital defense products. 


eT 


EIs 


PELE 


TABLE OF CONTENTS 


INTRODUCTION 
A. BACKGROUND 
B. NATIONAL RISKS OF TECHNOLOGICAL 


DEPENDENCY 


ALTERNATIVE POLICIES TO REDUCE 
TECHNOLOGICAL DEPENDENCY 


HISTORTCATAERECEDENCE FOR -EROTEGITONSoE 
DOMESTIC INDUSTRY 


A. 


B. 


C: 


Da 


REASONS FOR PROTECTIONIST SENTIMENT 


MEANS OF PROTECTION 


PROTECTIONISM AND NATIONAL SECURITY 


CHOICE SOE SEROTECTTONISI POLEC Y 


NATIONAL SECURITY IMPLICATIONS 


A. 


Ee 


DEFENSE TECHNOLOGY BASE 


DOD TECHNOLOGY BASE PROGRAMS 


DIPPLCULT RES SIN ULLEIZAINe epee ENSE 
TECHNOLOGY BASE 


DEFENSE AND NATIONAL INDUSTRIAL BASE 


UNITED STATES NEED FOR TECHNOLOGICAL 
SUPERIORITY 


TECHNOLOGY LEAD 


AN INTERNATIONAL INDUSTRIAL BASE 


NATIONAL SECURITY CHOICES 


Lv 


13 


13 


14 


20 


Ze 


24 


24 


25 


26 


20 


28 


29 


30 


Sl 


IV. 


THE CONSORTIUM: PANACEA OR BUST? 


THE 


CONSORTIA STRUCTURES 

COMMON ISSUES 

BENEFITS 

AGENDA FORMATION 

TRANSFERRING TECHNOLOGY 

OTHER POTENTIAL PROBLEM AREAS 

UNITED STATES EXPERIENCE WITH CONSORTIA 
JAPANESE CONSORTIA EXPERIENCE 


CAN UNITED STATES CONSORTIA BE 
SUCCESSFUL? 


PREDICTIONS 
CASE FOR SEMATECH 


REASONS FOR DOMESTIC SEMICONDUCTOR 
PPV SIRY DECLINE 


HISTORICAL BACKGROUND 
DEFENSE SCIENCE BOARD REASONING 


REASONS FOR JAPANESE SEMICONDUCTOR 
ADVANCES 


BENEFITS OF UNITED STATES SEMICONDUCTOR 
PRODUCTION LEADERSHIP 


THE SEMATECH PROPOSAL 

1. SEMATECH Strategies and Tactics 
ER CN Cy 

3. Employees 


4. Member Firms 


34 


34 


or 


oe 


518 


38 


42 


43 


45 


46 


47 


50 


50 


ot 


99 


56 


98 


39 


61 


62 


63 


63 


i rA OL 
i A, JOJ 5 5002 


Vie 


5. SEMATECH Accomplishments 


6. DOD and SEMATECH 


7. Risks 
G. INDUSTRY/GOVERNMENT OPINIONS AND 
VIEWPOINTS REGARDING SEMATECH 
H. PROPONENTS 
I. JAPANESE INTEREST 
J. OPPONENTS 
K. RELATED ISSUES 
1. Technology Loss 
2. Is SEMATECH’s Emphasis Correct? 
L. OTHER GOVERNMENT-SPONSORED PROGRAMS 
M. SEMATECH: CAN IT WORK? 
CONCLUSIONS 
A. SEMICONDUCTOR/NATIONAL SECURITY 
OVERLAP? 
B. CONFLICTING RESPONSES 
C. CONCERNS 
D. ALTERNATIVES ASSUMING NATIONAL SECURITY 


RISK EXISTS 
1. ‘Strategic Stockpaling 
2. Diversity of Foreign Sources 


3. Buy American 


66 


66 


67 


69 


Ge 


T3 


74 


17 


1I 


77 


78 


wS 


81 


el 


82 


87 


89 


89 


89 


90 


4. International Agreements ....... 91 


5. Captive Producers MM CCl tlw Cl tl!) CU 

Daly anced Chip Progmuams . .... ... 92 

E. VIABILITY OF THE ORGANIZATION ce «eee, OC 

Pe eCOhen SLON = Soe. Oe. ee OS 

G. PERCEPTIONS O » (i. se gies «. Ot 

VETS SUGGESTIONS FOR FURTHER STUDY a” Taea o 
RORE PERENCES . . . o s e el ell lll tlt tll O 
IA ES TRISUTION LIST... ... +=. «© we ew ew wl 104 


vii 





I. INTRODUCTION 


Ever since man has found the need to defend himself 
there has been a defense industry. Even if it was only to 
fashion a club from a dead tree trunk, some sort of outward 
action to produce defensive or offensive weapons has been a 
fact of man’s survival. At some point in time, man realized 
that a profit could be made making implements of war for 
Others; hence, the modern defense-industrial complex was 
born. In this day and age, the complexities of 
technological advances and international relations 
highlights the need for government involvement in both the 
development and proliferation of state-of-the-art weapons 
Syswene . 

Puro the first haWf of the 20th century, the “Uniteed 
States enjoyed the fruits of its late 19th-early 20th 
century industrial expansion. This was especially true in 
the realm of defense-related acquisitions. mnie U.S., for 
the most part, was able to domestically produce all its 
defense needs with little or no foreign manufacturing 
assistance. There was little concern for the political 


considerations of allies with respect to the American arms 


industry: America could still defend itself with its own 
domestic production capabilities regardless of outside 
disfavor with American foreign policy. 

Such is definitely not the case in 1989, The U.S. is 
dependent on foreign sources for many of the components of 
major weapon systems. This thesis will deal with one aspect 
of this dependence--the semiconductor industry. In enis 
area alone, 23 major weapon systems contain semiconductors 
available only from foreign-owned, foreign-located sources. 
Some of these systems are at the forefront of the Reagan 
military expansion: GPS (Global Positioning System) which 
permits any military unit to geographically locate its 
position to within several feet, the F-18 fighter-attack 
aircraft, and the F-16 fighter-attack aircraft. (Ref. 1:p. 
22) The majority of these technologically advanced 
semiconductors are produced in Japan; however, other source 
countries include Great Britain, France, West Germany, Italy 
and South Korea. 

When discussing the implications of foreign-based 
producers of American defense components, one must consider 
several relational components. In particular. what aspects 
of our national security are at risk when foreign suppliers 


enter the market? Is it ever acceptable to rely on foreign 


Suppliers and, if so, to what capacity? What avenues are 
available to preclude foreign domination of sensitive 


technologies? 


A. BACKGROUND 

Many firms spend a considerable amount of effort and 
expense reverse engineering products from other companies. 
However, the effort and expense in developing new technology 
1s considerably higher by comparison. The incentive for 
firms to develop these new technologies is not always 
sufficient to warrant the investment. A substantial amount 
of the benefits of their investment in new technology can be 
readily captured by imitators. Hence, looking at the issue 
from a broad viewpoint, research and development is not 
always the most cost-effective means to achieve a profit. 
This is accentuated even more when foreign suppliers, who 
often times have governmental backing in investment and tax 
credits, are able to manufacture high-tech items at a 
fraction of the cost to American producers. 

Take the Japanese for example. They have developed a 
long-term joint effort between government and industry to 
pecon wola leader in semiconductors. [Ref. 2:p. 4] 


These actions include: 


=- home market protection though Buy Japanese 
requirements; 


- subsidization of cooperative R&D. The Japanese 
government provided funding, as of 1987, for over 60 


major projects related to semiconductor research; 


- industry actions to develop a highly integrated and 
interdependent industry structure. 


The U.S., on the other hand, also provides substantial 
Support to domestic high-tech industries through substantial 
DOD subsidies. 

Whether or not one can conclude that these actions were 
a major contributory factor in eventual Japanese domination, 
the facts speak for themselves: semiconductors are the 
principle and dominant component of Japanese microelectronic 
production today. In particular, Japan holds 90% of the 
world’s share in the 256K DRAM market and is planning on 
marketing very shortly its own 1MB DRAM ([Ref. 2:p. 3]. 
However, one must remember that DRAM production, relative to 
other types of semiconductor production, Is Jom tne er. 
technology end of the spectrum. 

The West has nothing to compare with this level of mass 
production for the merchant semiconductor market. Where is 
the incentive for U.S. firms to invest heavily in R&D when 
they can either purchase the products directly or reverse 


engineer the products themselves? In either case, short- 


term costs are reduced. However, dependence on foreign- 


based sources will only be exacerbated if this continues. 


B. NATIONAL RISKS OF TECHNOLOGICAL DEPENDENCY 

The issues of national risk are two-fold: the direct 
threat of a disruption in supply (either through willful 
embargoes or blocked transportation routes), withholding 
crucial defense produces, and the spillovers to the defense 
and domestic economy as a whole, specifically concerning the 
ability of Americans to successfully exploit and understand 
leading-edge technology. 

Should foreign suppliers continue to expand in the 
American defense arena, American foreign policy could be 
severely compromised, according to the Defense Science Board 
[Ref. 3:p. 94]. What would prevent the government of a 
country in which critical U.S. components are manufactured 
from stopping production/export in response to 
dissatisfaction with American foreign policy, they ask? 


Contingency plans for Just such a scenario have already been 


developed for strategic raw materials. Huch of the Uses.’ 
strategic minerals (i.e., chromium, nickel, platinum, etc) 
come from such countries as South Africa, Brazil and 
Australia. The U.S. has been stockpiling strategic minerals 


for years in the event that these sources are prevented from 


fulfilling their contracts for whatever reason, political or 
military blockage. 

The area of high-technology dependence, however, 1S more 
expansive. In this situation, the raw material in question 
could be considered to be the semiconductor. If dependent 
on foreign sources, this raw material would not be present 
within the borders of the U.S. to the degree required. 
More importantly, though, according to many industry and 
government officials, the ability to design, produce and 
even use these components could gradually dissipate. [Ref. 
2D. (Gaui The U.S. could conceivably become similar to many 
Third-World nations who currently rely on U.S. technological 
training for their state-of-the-art military expansion. 

This dependence on foreign-based sources also precludes 
a great deal of spillover into other aspects of the national 
economy. Spillovers include such aspects as the increased 
electronic emphasis in many of today’s consumer products or 
the use of hybrid materials in the auto industry. Economic 
studies have shown that the rate of return of R&D to society 
as a whole is double the return to the individual firms 
performing, 1t [Refn 4252) 4]. This means that as R&D 
increases domestically, it can be expected that a plethora 


of offshoot industries will benefit. Specifically 


concerning the semiconductor industry, R&D in universities 
and industry help preserve the U.S. base level of human 
knowledge, thereby ensuring future domestic engineering 
exploitation and expansion. 

Concerning the question of whether it is ever acceptable 
to rely on foreign suppliers, one must consider two issues: 
are there alternative foreign sources for the same product 
and what is the extent to which the product is of vital or 
non-vital importance to national defense? 

If a product had only one source, say Japan, and if the 
supply routes from Japan to the U.S. were disrupted, then a 
shortage could ensue. However, if there were multiple 
sources for the same product (1.e., Korea, Taiwan, Mexico, 
etc), then the likelihood of all sources simultaneously 
becoming unavailable becomes increasingly unlikely. In this 
situation, therefore, it might be permissible to rely on 
foreign sources. 

For the second issue, one must determine the extent to 
which the product in question is of vital or non-vital 
importance to national defense. For example, if tactical 
training in the future relied critically on the ability to 
geographically locate oneself within a few feet, then the 


GPS network would be vital to successful prosecution of a 


Cont luce: Should the foreign supplier fail to provide 
necessary vital components for maintenance or establishment 
of the GPS network, for whatever reason, then American 
defense readiness would be in doubt. This could have severe 
repercussions in an aggressor’s perception of his ability to 
win ac conflict wredhi ene U.S: 

On the other hand, if radios for Army jeeps were 
procured from foreign sources, any blockade of this supply 
line could probably be overcome with replacement by domestic 
models, assuming no specialized components were required. 
In this case, the non-vital radios could continue to be 
Supplied by foreign sources with no threat to national 
security. The determination “ore vital vs non-vital 
components is one that would need to be made at the highest 


levels of DOD. 


C. ALTERNATIVE POLICIES TO REDUCE TECHNOLOGICAL DEPENDENCY 

If it is determined that foreign-source domination of 
key defense related components iS not in the national 
interest, what are some of the alternatives to remedy the 
situation? Clearly, precedence has been set with the 
imposition of tariffs, quotas and anti-dumping legislation. 
In addition to these neqative measures other more positive 


actions could be: strategic stockpiling, Buy American DOD 


policies, dedicated DOD production facilities and federal 
subsidies for domestic production. These alternatives may 
answer the short-term, limited aspect of DOD concerns; 
however, the crux of the matter is that these measures are a 
stopgap at best. 

A major area of emphasis that this thesis will explore 
is that of various federal intervention practices with 
regard to domestic industrial production: protectionist 
policies and their effects on the defense industry. When 
dealing with trade restrictions, the term protectionism 
inevitably comes into play. Protectionism is the regulation 
of exchange by noncontracting parties. Generally, it is 
governmental regulation of the terms or conditions on which 
one person may trade with another. More specifically, and 
how it is normally defined in the macro sense, it is the 
regulation of trade between the residents of different 
countries for the supposed benefit of certain home-country 
residents. 

Various methods of regulation have been devised, 


including the following: 


- tariffs-~schedules of duties on imports, not as 
prevalent as in past years due to international 
agreements; 


- non-tariff barriers 


additional charges--above and beyond the normal 
customs duty, on certain imports; 


import quotas--which directly limit the amount of a 
commodity that may be imported during a given 
period of time (consumers do not enjoy lower prices 
when import quotas are enacted while domestic 
producers essentially receive a quota profit in 
addition to maintaining a secure and less 
competitive market for their product); 


export quotas--in the name of national security, 
certain products are restricted in both numbers and 
destination if exported (one of the more publicized 
examples was the ban on sale of various computer 
systems to Eastern Bloc nations imposed by the 
Reagan administration); 


voluntary export restrictions--rather than risk 
even sterner measures, some countries voluntarily 
restrict exports to other countries (Australia, New 
Zealand and other beef producing nations 
voluntarily restricted exports of beef to the U.S. 
from 1968-1971 rather than trigger automatic quotas 
under the Meat Import Act; Japan voluntarily 
restricted its export of cotton textiles to the 
U.S. during the 1950s and, most recently, Japan cut 
back on its exports of automobiles to the U.S. in 
reaction to U.S. pressure; 


Buy American rules--since the Great Depression, 
various legislation has required government 
agencies to buy their supplies from domestic 
sources unless any additional cost is deemed 
unreasonable; 


anti-dumping legislation--dumping refers to the 
sale in foreign markets of products below prices 
charged in home markets for the same products 
(according to Article VI of the General Agreement 
on Tariffs and Trade (GATT), such sales are only 
considered unfair and subject to anti-dumping 
duties when they are also injurious to U.S. 
producers of similar produces) 
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Other measures;peethough nee cemmonlyessecogniwed «as 
protectionist in nature, are: exchange controls and 
multiple exchange rates, licensing requirements, health and 
Sanitary standards and customs-valuation procedures. Each 
of these areas will be thoroughly explained as to their 
impact on the defense industrial base, positive or negative 
as it may be. 

Wa” the case of the semiconductor industry, DOD accounts 
for only 3% of total domestic output of semiconductors [Ref. 
Tapas 9 J- Because of this, efforts to promote DOD 
independence from foreign suppliers do not necessarily 
enhance the domestic industrial production capabilities as a 
whole. What the Federal government has proposed, and what 
this thesis will explore, is the concept of federal 
involvement in a combined DOD-industry research consortium. 
Known as SEMATECH or Semiconductor Manufacturing Technology 
Institute, this consortium would enable the semiconductor 
industry to perform basic and advanced research into various 
semiconductor manufacturing techniques, an area of 
increasingly diminished U.S. ability. As envisioned, the 
Federal government’s involvement will be limited to initial 
structure of the organization and follow-on funding for the 


six years currently planned for the organization’s first 


el 


PEOVeCE: Numerous problems, both from the organizational 
viewpoint and the financial one are yet to be resolved, yet 
SEMATECH promises to be a major player in the domestic 
semiconductor industry. 

The remaining portion of this thesis is divided into 
seven main areas: an historical background of various 
protectionist policies is provided in Chapter II; a variety 
of national security implications relating to domestic 
manufacturing production will be expounded upon in Chapter 
III; an examination of the research consortium as a means of 
resolving the research and development problems associated 
with foreign competition is discussed in Chapter IV; an in- 
depth analysis of SEMATECH research consortium, the 
federally backed semiconductor consortium recently organized 
in Austin, TexaS 1S provided in Chapter V; a summation of 
conclusions elicited from the data researched is presented 
in Chapter VI; and Chapter VII lists several areas for 


further research. 
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II. HISTORICAL PRECEDENCE FOR PROTECTION OF 
DOMESTIC INDUSTRY 
Government intervention in trade policies of individual 
mdustries in the Ue. in varied and widespread. 
Consequently, it is not unexpected to believe that a 
protectionist bent would be likely in as vital an industry 
as semiconductors. In this chapter, a number of examples of 


just such protection will be examined along with the 


consequences they had for their respective industries. The 
protectionist policies considered include tariffs, Buy 
American regulations, anti-dumping legislation, and 


governmental subsidization. 


A. REASONS FOR PROTECTIONIST SENTIMENT 

Protectionism 1s the regulation of exchange by 
noncontracting parties. Generally speaking, it has come to 
mean the regulation of trade between the residents of 
countries to the benefit of certain home-country residents. 
Reasons for protectionist sentiment are varied, yet specific 
to Glee satuation in which a nation finds itself. Some of 


these reasons are: 


13 


- to protect against cheaper foreign goods, which are 
made possible because ue foreign government 
subsidization or cheaper foreign labor. These cheaper 
goods supposedly will take away market share from 
domestic producers of these same goods; 


- to support domestic industries in order to save jobs at 
home; 


- to prevent monopolization of an industry by foreign 
firms through dumping actione. 


- to ensure overall health of domestic economy; 

- to ensure a national product standard; 

- to prevent national security problems from occurring. 
Each of these reasons has specific, and often times 
overlapping, means of achieving their goals. These terms 


are explained further. 


B. MEANS OF PROTECTION 


Examples of protectionist methods are as varied as are 


the industries they protect. One of the most preponderant 
methods has been via tariffs. Tariffs are duties imposed on 
TM Ort sn The lowering of tariff barriers due to 


international agreements in recent years has avoided this 


volatile political method. However, to replace the void, 
varied non-tariff modes have been developed. The European 
Economic Community (EEC) imposes variable levies on 


agricultural products which it imports from counter. 


providing government farm subsidies. Obviously this is to 
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protect the EEC farmers who do not necessarily enjoy the 
subsidies of their peers in other countries. [Ref. 4:p. 3] 
Another example is in the domestic distilled spirits 
industry of the U.S.. Here, while an excise tax is imposed 
on all distilled spirits, it is imposed in such a manner 
that foreign made products end up paying proportionately 
higher rates than domestic producers. In this case, while 
Americans are taxed based on the proportion of proof of 
their products, foreign spirits are levied a flat rate for 
all products of 100 proof or less. In some cases, Americans 
may pay only 50% of the tax a foreign producer does for the 
exact same product. [Ref. 4:p. 3] 

Buy-American rules are also another means of restricting 
the use of foreign products. Legislation has been passed at 
numerous points in U.S. history requiring Federal agencies 
to only use domestically produced products even if it meant 
paying a higher price (Ref. 4:p. 7]. In some cases, DOD 
accepts higher prices for domestically produced products, 
even if they are 50% more expensive than equivalent foreign- 
made products. 

Anti-dumping legislation has provided some of the most 
publicized and emotional examples of protectionism found 


anywhere. These laws permit domestic industries to require 


vS 


higher duties on foreign products by showing the existence 
of foreign subsidies or injury due to below-fair-value sales 
of these products in the U.S.. It is believed that the 
foreign producer is attempting to drive out the domestic 
producer by underselling him. Ultimately, once this is 
accomplished, the foreign producer will allegedly monopolize 
the industry and begin charging higher prices because no 
competition now exists. Anti-dumping legislation became 
such a widespread problem that international trade 
agreements finally were required to curb its abuse and 
legitimize the context in which it could be enacted. 
However, Article VII of GATT, which clarified anti-dumping 
circumstances, is thought by some to overly favor domestic 
producers at the expense of domestic consumers [Ref. 5:p. 
TOJE There is no evidence to believe that Japanese TV 
manufacturers are attempting to drive Zenith or RCA out of 
the U.S. TV market because they sell their products at lower 
prices than their U.S. counterparts. It could be simple and 
rational profit-maximization behavior. Unfortunately, this 
may not always be the case. 

Even if the avowed reason is not to necessarily drive 
U.S. producers out of the market, some types of dumping can 


certainly do this. Case in point: the massive influx of 
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cheap semiconductors by the Japanese in the early 1980s. 
Having mastered an inexpensive mass production technique, 
Japanese firms sold huge amounts of their products on the 
U.S. market to the dismay of domestic producers. Not only 
could they not compete, many of the smaller firms went 
bankrupt. Finally, Congress investigated and determined, 
based on Article VII of GATT, that dumping did occur which 
warranted anti-dumping legislation. 

An interesting example of direct government intervention 
in protecting a domestic industry would be that of the 
British Government and ICL (International Computers Ltd), a 
Peatish™ computer firm. The United Kingdom provides two 
types of subsidies to the computer industry--industry-wide 
and firm-specific. ICL competes with numerous American- 
owned firms which have subsidiaries on British soil such an 
Honeywell, NCR, IBM, etc. In addition, numerous smaller 
British-owned firms operate in the United Kingdom. The 
governmental industry-wide subsidies apply to all computer 
firms which gain income inside Great Britain, irregardless 
of ownership. This subsidy is to encourage importation of 
advanced technology into the British market. Firm-specific 
subsidies benefit only British-owned companies; hence, ICL 


enjoys double subsidization. The problem with this type of 


ie? 


double standard is the danger of alienation of the foreign 
firms to the point of their withdrawal. A fine balance 
continues to be met in this situation. [Ref. 5:p. 55] 

British Airways provides yet another example of direct 
governmental involvement in protectionism. Since British 
Airways is a nationalized firm, essentially owned by the 
British taxpayer, it is of substantial interest to Her 
Majesty’s Government to encourage as much domestic 
involvement as possible in all aspects of its operations. 
This includes the procurement of aircraft. Since there is 
no substantial domestic commercial passenger aircraft 
industry in Great Britain, British Airways looked fae 
foreign-produced aircraft. In a bid between three U.S. 
firms (Boeing, McDonnel Douglas, and Lockheed) and a Franco- 
German consortium, Boeing ultimately won. However, British 
Airways insisted that Boeing use Rolls Royce engines in 
these planes. This certainly increased the eventual price 
to British Airways, but it also directly aided a domestic 
British firm- -protectionism at its best! 

Nor is protectionism limited to industries of a strict 
commercial nature. For example, West Germany strongly 
subsidizes their aircraft, space, nuclear and computer 


industries on the basis that they contribute significantly 
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to the overall health of the German economy and are too 
sensitive to allow free market control. The problem with 
this reasoning is the ability to correctly ascertain what 
cConemituees sa#onificant contribution. In each of these 
industries a national defense argument could be brought 
forth, and rightly so, by German government. In the case of 
the American semiconductor industry, just such an argument 
is especially germane. 

Protectionism is not simply limited to saving a 
particular domestic industry from unfair competition, but 
also as a means of enforcing a national product standard. 
For example, after the ‘73 Arab Oil Embargo, Americans began 
turning away from their traditional big cars and looking 
seriously at purchasing a small car. At the time, Detroit 
was unable to satisfy this American desire and consumers 
increasingly began looking at foreign-made products. Some 
of the most fuel efficient small cars in the world at that 
time were Fiat’s 500 and 600 models. However, the U.S. 
refused permission for domestic sale of these models because 
they did not meet national safety standards [Ref. 5:p. 60]. 
This determination was very fortunate for Detroit indeed, 
since it would have been unable to compete realistically. 


These standards exemplify the two quiding principles behind 


To 


a policy of setting national product standards: (1) the 
belief that domestic products are higher in quality than 
foreign goods; (2) that the consumer must be saved from his 
own ignorance of this fact through protectionist ruling 
The U.S. is not alone in uSing protectionism to enforce 
a national product standard. The French believe that they 
are entitled to good wine, which means only French-grown 
wines are allowed in French government circles. The Dutch 
prohibit the sale of any product containing “corn syrup 
because of supposed health concerns. This may appear 
innocent enough since it encompasses domestic as well as 
foreign suppliers. However, upon closer inspection, this 
ban effectively restricts the importation of chocolate p 
fruit purees, pastes, most jams, jellies, marmalades, etc. 
These are some of the very products that the Dutch are well 
known for themselves. Therefore, since foreign imports are 
essentially nonexistent, the domestic industry can thrive 


W1IChOUS COnmperltion. 


C. PROTECTIONISM AND NATIONAL SECURITY 

One argument which has aained substantial legitimacy, 
especially in recent years, is that of the national defense 
aspect of certain domestic industries. Arguments center on 


the fact that some import-competing industries may not be in 
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Eme pPOsition to provide for the national defense need in 
case of all-out war. if the ‘competing import had the 
advantage economically over its domestic counterpart then 
there would be the perpetual danger of a reduction in 
imports due to any number of wartime scenarios. nee thas 
import were deemed militarily significant, the U.S. would be 
at a disadvantage. [Ref. 6:p. 15] 

Is there a precedence for just such a supposition? Has 
the U.S. been in such a position and what were the outcomes, 
if any? The following examples will help to clarify just 
such questions. 

One of the most recent examples of the danger to the 
national Security is the 1973 Arab Oil Embargo. The almost 
50% dependence of the American economy on imported oil 
resulted in unprecedented rises in the price of petroleum 
products which quickly spread to all aspects of the national 
economy. As a result of the embargo, a small import fee was 
imposed. Prior to this, import quotas were imposed. In 
retrospect, even though these quotas were imposed to 
encourage domestic production, they also encouraged the 
draining of the most easily recoverable oil fields at just 
such a time when imported oil was relatively inexpensive. 


In the long run they may have harmed the very industry they 
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were designed to protect and placed the U.S. in a position 
of extreme vulnerability. In this case it can be argued 


that protectionism did more harm that good. 


D. CHOICE OF PROTECTIONIST POLICY 

As explained in the preceding section, there are 
numerous types of protectionist policies. However, matching 
these with the problem at hand is the difficult issue. 
Government officials must weigh the potential fallout from 
inhibiting the free market in their economy against the 
survival of their own domestic industries. For example, 
import quotas for DRAMs, negotiated with the Japanese in 
1986, had significant adverse effects on the computer and 
electronics industries, but did not seem to help the U.S. 
DRAM industry [Reir m PE e 

Some choices are more apparent that others. Obvious 
dumping practice by a foreign firm might reasonably warrant 
anti-dumping measures. On the other hand, a simple tariff 
might be more reasonable if government wishes to encourage a 
fledgling domestic industry from being overrun by foreign 
competition at its inception. If government wishes to 
maintain domestic preeminence in a certain field, it may 
decide to subsidize that industry (1.e., U.S. agricultural 


subsidies). Whatever the reason, the choice must fit the 


az 


circumstances. It would be considered inappropriate for a 
fewemmmeit =tO enact anti-dumping legislation for a product 
which caused no injury to domestic industries. It also may 
not be appropriate for a nation to impose tariffs for fear 
of counter tariffs against unrelated vulnerable domestic 
products which have foreign markets. 

In any case, these decisions ultimately rest on the 
politician’s judgment, based on the perceived facts. The 
major points here are that the semiconductor industry has 
appealed to each of the major reasons for protectionist 
sentiment listed. Some of these appeals drew attempted 
remedies which, for the most part, have failed. The latest 
appeal has been the national security fear of foreign 
dependence and its implications. 

Since the argument of national security is so vital to 
the logic behind creation of SEMATECH, an in-depth analysis 
of just what national security implications are present is 
needed. Chapter III will describe the defense technology 
base, the national technology base and how national security 


memeonmneeted to both. 
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III. NATIONAL SECURITY IMPLICATIONS 


The previous chapter discussed various justifications 
for protectionist policies which governments could, and 
have, used to support measures to ensure viability of 
domestic industries. One of these reasons used potential 
national security degradation as the basis for inhibiting 
foreign-made products from entering the national economy. 
The semiconductor industry 1S using just such an argument in 
the development of SEMATECH. An examination of the various 
issues relating to these national security implications will 


NOW CONCING. 


A. DEFENSE TECHNOLOGY BASE 

When discussing national security and technology, one 
must necessarily define the defense technology base. This 
is the combination of people, institutions, information, and 
skills that provides the technology used to develop and 
manufacture weapons and other defense systems. It depends, 
to a great extent, on the interrelationships between 
national laboratory facilities, commercial and defense 
industries, venture capitalists, universities and other 


science and engineering professionals. It also draws on the 
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MOrka@ Saeklciieasisc 1n other Countries dnd is both formal, as 
@earougme written contracts, and informal, as through 


seminars, contacts within specialized communities, etc. 


B. DOD TECHNOLOGY BASE PROGRAMS 

The DOD technology base programs are not the same as the 
defense technology base. The defense technology base is, as 
explained above, an accumulation of scientists and 
engineers, knowledge and facilities while the DOD technology 
base programs are a group of individual projects funded 
specifically through DOD’s budget. 

The Department of Defense has organized its technology 
base programs into three basic categories: (1) basic and 
applied sciences; (2) exploratory development of practical 
applications of that basic research; (3) the manufacturing 
of prototypes to demonstrate the results of application. 
The road to obtaining satisfactory results from each of 
these categories is substantially different and applicable 
mainly within the DOD environment. More relevant are the 
issues dealing with the broader-based defense technology 


base. 
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C. DIFFICULTIES IN UTILIZING DEFENSE TECHNOLOGY BASE 

The defense technology base gleans its data from the 
national technology base as a whole, since it theoretically 
has access to all ongoing research and development. 
However, this is not necessarily the case. A number of 
Situations limit the availability of research for defense 
purposes." URSS as Commercial industries developing 
new technology tend to be reticent in giving up their best 
technology immediately (DOD policies to encourage 
competition in acquisition essentially require firms to make 
proprietary technology available to competitors in the form 
of technical data packages). Cutting edge technology, 
therefore, is not always availabie to DOD as quickly as 
would be desired. Some scientists have moral qualms 
concerning defense related research and refuse to 
participate, creating a dearth of top-notch scientists in 
some fields. Finally, governmental regulations are often 
times so confusing to companies with no prior defense 
experience that they become very reluctant to participate in 
such endeavors. Therefore, while theoretically able to draw 
from the entire national technology base, in fact, the 


defense technology base is somewhat restricted. 
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D. DEFENSE AND NATIONAL INDUSTRIAL BASE 

Only a handful of large defense contractors do the 
majority of defense related research in the U.S.. These 
defense contractors, by and large, primarily design, develop 
and produce weapons and other defense systems and can be 
considered part of a defense industrial base. This defense 
industrial base draws on its own internal technology as well 
as technology developed elsewhere. In other words, the 
defense industrial base is a subset of the larger national 
industrial base. The national industrial base is comprised 
of both commercial and government-sponsored industries. In 
some areas, the commercial aspects of research lags behind 
the defense aspects; however, in others it is just the 
opposite, the commercial sector is well ahead of the defense 
sector. DOD exerts considerable influence over those 
contractors with defense background, but very little on 
those which spend their efforts primarily in the commercial 
sector. Defense is an extremely small part of their overall 
revenue infrastructure. The market dictates the extent and 
moordity of their technical growth. These so-called "dual 
use" industries are a vital part of the overall national 
industrial base and, consequently, the defense industrial 


base. The semiconductor industry is a prime example of just 


27 


such a dual-use industry. Although primarily a civilian-use 
product, semiconductors play a basic role in all defense 
systems. The availability of such products’ transcends 
simply the commercial field; it is a substantial concern to 


national security. 


E. UNITED STATES NEED FOR TECHNOLOGICAL SUPERIORITY 

One of the principle means of keeping the U.S. 
militarily ahead of the Soviet Union has been through the 
use of technologically superior weapons systems. For years 
this has enabled numerically inferior NATO forces to balance 
numerically superior Warsaw Pact forces. However, in recent 
years, indications are that this edge is beginning to erode. 
Through a variety of mechanisms, the technology advantage 
which the U.S. has enjoyed has diminished to near parity 
with its opponents. Is this a cause for concern? Anda 
so, what particular industries are of main importance? Both 
issues shall be studied accordingly. 

For over three decades, cheme oS > has relied on 
technological superiority as the crux of its national 
defense planning. If the U.S. cannot maintain this 
technological lead there are only a few choices to be made, 
assuming no fundamental changes in competition between 


America and her rivals: (1) accept a significantly 
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decreased level of Security: (2 rely more on allies; (3) 


make major increases in military forces. [Ref. 9:p. 109] 


F. TECHNOLOGY LEAD 

When discussing technological lead, one can consider a 
variety of levels. However, ultimately the advantage is 
realized only on the battlefield, in fielded military 
hardware. Maintaining a technological lead in fielded 
military hardware is much more difficult than catching up. 
Maintaining a lead requires an innovative and dynamic 
national technology base whereas catching up can be 
accomplished through imitation. Imitation is much less 
expensive than innovation because it can essentially use all 
the tricks in the book, including espionage, reverse 
engineering and buying technology. The Soviets, in 
particular, have "significantly reduced the lead previously 
held by the U.S. and its allies in technologies of military 
importance" [Ref. 9:p. 110]. 

American commercial and defense technology tends to be 
complex and costly. Successful innovation requires that 
substantial amount of time be spent training operators and 
maintenance personnel for the new equipment as well as 
getting the "bugs" out of every new system. Less time and 


money is therefore available for production technology. 
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Efforts are focused on design technology. Herein lies the 
issue at stake in the semiconductor industry. Although 
American basic research technology is virulent, 
manufacturing expertise continues to be the Achilles heel of 


the commercial and defense semiconductor technology base. 


G. AN INTERNATIONAL INDUSTRIAL BASE 

The issue of availability of strategically vital 
products brings to the forefront the question of foreign 
dependence. This is inextricably intertwined with the 
increasing international competitiveness of important 
Civilian high-tech industries. Since the U.S. is part of 
the global economy, it may be cost effective, some say, to 
buy what it needs from this global market. In certain high- 
tech industries, other nations lead the U.S. bootie 
production and basic research of products vital to important 
defense systems. Partially due to the substantial economic 
aid to allies after World War II, this phenomenon has the 
potential tó undermine America's own economy is 
protectionist policies become the norm, say many economists. 
[Ref ASE el 

The problem with this situation is that there may be 


trade-offs between the best economic choice (foreign 


sourcing or domestic sourcing) and national security. While 
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giving DOD the control and certainty desired, total domestic 
sourcing most likely will risk losing access to important 
technological developments which are produced overseas or 
which can only be produced in this country at a prohibitive 
cost. More and more, the global economy is witnessing such 
phenomenon as international cooperative development projects 
(1i.e., Iguazu Dam between Brazil and Argentina, SST between 
France and England, etc), co-production agreements (FSX in 
Japan), and licensing (P-3s in Japan and F-16s in Israel). 
As more of these actions occur, the national economies will 
become more and more intertwined and interdependent. 
Synergism, therefore, takes place when the strengths of 


various national economies are focused on a common project. 


H. NATIONAL SECURITY CHOICES 

Assuming one believes the premise that it is permissible 
to share defense production, and even to rely on foreign 
sources for certain vital defense needs, the question 
becomes a matter of choice. Which industries are so vital 
that foreign sources cannot be permitted to dominate and 
which are not as vital? Similarly, if foreign sources are 
acceptable, which source or combination of diverse sources 
will minimize the national security risks? Ultimately, 


these are political decisions, but ones which must be based 
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en both the realities of the present economic and polueues” 
global situation and on a reasonable forecast of future 
conditions. 

Semiconductors have a long tradition of dominance for 
the American portion of the global economy. It. 1S “nee 
surprising, therefore, that We Se industrialists and 
government officials, accustomed to being number one in this 
field, would feel that national security is in jeopardy if 
foreign firms should dominate. Investing time and effort to 
encourage legislative approval for foreign sourcing may be 
very difficult, politically, as compared to an American 
Source option; 

Therefore, foreign dependence can be either harmful or 
good, desirable or not desirable, avoidable or unavoidable, 
or a mixture of these. The circumstances under which one 
option or another might be undertaken must take all these 
facets into consideration. Unfortunately, no clear Gu 
answer 1S ever possible in these situations. 

The following chapter will examine the increasingly 
popular phenomenon of the consortium. What is it, how did 
it begin and what are the implications for American 
industry? The semiconductor industry is relying heavily on 


just such an organizational form. SEMATECH, wi thee 


2 


emphasis on semiconductor manufacturing technology is the 
most recent semiconductor consortium. Earlier on-going 
consortia include the Semiconductor Research Corporation 
(SRC), which emphasizes basic semiconductor research in 
universities, and the Microelectronics and Computer 
Technology Corporation (MCC), which emphasizes applied 
semiconductor and computer research. Are consortia, in 


fact, the best forum for resolving the industry’s problems? 
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IV. THE CONSORTIUM: PANACEA OR BUST? 


As mentioned in the previous chapters, protectionist 
sentiment is varied and full of emotion at times. To say 
the least, it can stir heated arguments in international 
circles and make bedfellows of hawk and dove alike. Another 
topic of controversy is the increasing resort to, and 
effectiveness of, the consortium in American industry. 
Since DOD is funding just such an organizational form, via 
SEMATECH, a discussion and explanation of the benefits and 
dangers from consortia will follow. Initially, a breakdown 


of the various types of consortia will be listed, organized 


by the goals each has. Secondly, the issues unique to 
consortia, such as technology transfer and setting of 
agendas, and their relative historical success,will be 


shown, while a comparison of matching types to activities in 


both the U.S. and Japan will follow. 


A. CONSORTIA STRUCTURES 

The basic organizational structures of consortia are 
somewhat varied but can generally be identified in one of 
three ways [Ref. 10:p. 64]. These include consortia 


designed solely to conduct long-term research, those 
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associated with universities, and finally, those formed to 
promote uniform standards in their industry. 

The first category includes those consortia organized to 
conduct long-term research. These have full-time permanent 
employees as well as loaners from the member companies who 
work for a period of time and then return to their parent 


firm, presumably taking with them the technology developed 


via the consortium. Examples of this are Bell 
Communications Research, Inc (Bellcore), a cooperative 
program between Bethlehem Steel and UNS Steel, 


Microelectronics and Computer Technology Corporation (MCC), 
and finally Semiconductor Manufacturing Technology 
(SEMATECH). 

The second category more closely resembles the pre-1984 
type of consortia: those organized to conduct or encourage 
research through university-type settings. Usually these 
consortia have very small staffs and no laboratories 
themselves. They provide funding and set basic goals to 
focus the research. Examples include Semiconductor Research 
Corpomarion (SRC), a groŭüp of about fifty hi-tech firms 
interested in furthering basic research on semiconductors in 
universities, and Computer-Aided Manufacturing 


International, which is a consortium of over 100 firms 


So 


interested in improving industrial productivity iimeoemneuee. 


systems and software. Another example is the Geothermal 
Drag Organization which sponsors research into 
techniques for Improving drilling and geothermal 
exploration. The main theme behind these consortia is the 


emphasis placed on external organizations (universities and 
the like) for their research. 

The third category includes those consortia that test 
for adherence to standards or regulations or which develop 
and promote certain standards. Examples include: the 
Center for Advanced Television Studies (defining an ideal TV 
transmission system), the DEET Joint Research Venture 
(sponsors research on the effects of the pesticide known as 
DEET and provides results to Congress and other legislative 
bodies for incorporation into regulations concerning DEPRES 
use), National Association of Home Builders Research 
Foundation-Smart House Project (designed to coordinate home 
Control and energy distribue ron systems with 
telecommunication and enhanced safety features). Other 
examples are the Motor Vehicles Manufacturers Association of 
the U.S. and the Plastics Recycling Foundation which sponsor 
research into measuring automotive fuel emissions and 


improved recycling of all plastic materials, respectively. 
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B. COMMON ISSUES 

Consortia have a body of issues which are common to 
other forms of industry organizations. However, they must 
also deal with a set of circumstances (both beneficial and 
disadvantageous) which are unique only to them. First, the 
benefits industry gleans from consortia will be explained. 
Then, two of the more critical issues, agreeing on a common 
agenda and transferring technology to member firms will be 


discussed. 


C. BENEFITS 

Because the consortium brings together a diverse set of 
similar firms, not every firm will benefit exactly as the 
others. However, generally speaking, the following points 
are common to all consortia: 

- individual firms will spend relatively less for the 
technology coming from the consortium than they would 
if the same research were conducted internally; 

Ma pooling of intellectual talent permits more 
innovative technologies to be realized at a faster pace 
than otherwise expected for internal R&D efforts; 

- smaller firms will generally gain relatively more from 
their participation because their own R&D funding would 
probably never come close to matching the consortium’s; 

- huge, nation-wide proviects, such as the Manhattan 
Project or Apollo Moon Program would be very difficult 


to achieve without a consortium-like organization. 
eT. 10:pm™63] 
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These benefits must be weighed against the potential 


problems and disadvantages which consortia also possess. 


D. AGENDA FORMATION 

Setting an agenda is not easy task for the consortium. 
It must take a diverse set of individuals, many of whom are 
successful experts in their fields, and agree to common 
goals, timetables for achieving them, and methods to employ 
along the way. Furthermore, consortia members want to 
ensure that the cooperative research projects are somehow 
coordinated with their own internal research projects. Some 
consortia send representatives who meet and decide for their 
respective firms as a group on an as needed basis. Other 
consortia choose a core of semi-permanent individuals who 
are authorized to act on the firm’s behalf at the consortium 
Site itself. This is not an easy task as member firms often 
times have different visions on where their industry should 
expand. It takes a dedicated and adroit facilitator to 
coalesce these sometimes divergent viewpoints into a 


compromise agenda. 


E. TRANSFERRING TECHNOLOGY 
Each type of consortium also has its own unique 


mechanisms set up for transferring technology. However, it 
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Hemeasiest fonethewsecond» categornymofeconsortia toedo so. 
These firms, which provide funding for university research, 
usually would provide funding for this same research on 
their own. Et «iS peet hesefiienes in their «beste intemest to 
jointly support a more expanded research effort by members 
having the same basic goals. Leverage is gained by joining 
forces. For the type of basic research sponsored by this 
category of consortia, technology can be transferred 
relatively successfully, through conferences, seminars, 
symposiums, and research papers. 

These types of consortia are generally successful, 
however, they can fail if management is incompetent or the 
firms are forced to support research they do not want. 
Neither of these cases are commonplace, though. 

The third type of consortia has the hardest time dealing 
with the issue of technology transfer. Here the basic 
question is whether or not firms which normally compete can 
agree on standards which would affect their individual 
firms. They must accept as true the premise that what is 
good for the industry is also good for their individual 
firm. This can be a hard pill to swallow for some. 

The Corporation of Open Systems (COS) is an example of 


how this technology is successfully transferred. Formed to 
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Support legislation or protocols to enable different 
computers and electronic equipment to be interconnected, COS 
sets standards which member firms must then engineer into 
their individual products. This centralized standardization 
has provided savings for American industry since individual 
firms need not devote substantial R&D for applicable 
software. The first set of standards was implemented in 
1987 and is available to member firms free of charge (via 
dues required) and for a substantially higher fee to non- 
members. ELA 1 2) 165 | COS appears to be working 
successfully thus far. Only time will tell if it remains 
viable anvihewlong un. 

The technology transfer question is a critical issue for 
the first category, those firms banding together for long- 
range R&D purposes. Once competitors agree on the research 
agenda, will they accept the results? Furthermore, as 
technology becomes more product and process oriented, the 
know-how becomes more embedded in individual researchers. 
This makes it harder to transfer through conferences, 
seminars, and technical papers. 

An example of how one consortium has attempted to 
resolve this issue can be illustrated by examining MCC. MCC 


was organized by a group of American computer firms to 
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counter the threat from the Japanese Fifth-Generation 
Computer Program in 1982. Once the research agenda was 
codified, technology transfer problems had to be rectified. 
MCC’s technology transfer policies include technical 
reports, formal written notices to member firms, and 
employees returning to their parent firms with new 
technology in hand. For example, over 800 technical reports 
have been disseminated to member firms in more than 30 
technologies. These include such areas as software, 
algorithms, computer language, and equipment design. While 
it can still be debated whether or not MCC was successful in 
transferring its technology to member firms, an indication 
of success is the amount of adoption of technology by member 
firms. Examples include Honyewell’s plan to use an 
artificial intelligence program developed at MCC for 
Peoguct1on of multilayer printed-circuit boards sandsBoeing’s 
plan to use packaging technology transferred from MCC in its 
Seattle laboratories. In fact, tite. first Commercially- 
produced product using MCC-derived technology is NCRs Design 
Advisor, an expert system for designers of integrated 


Circuits, placed™on the Warket in June 1987, [Ref. 10:p. 66] 
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F. OTHER POTENTIAL PROBLEM AREAS 

Resource pooling and elimination of wasteful duplication 
are among the substantial benefits that first category of 
consortia (MCC and SEMATECH) can potentially provide for 
producing new technologies. However, agenda setting, 
technology transfer, and other associated issues still 
remain as potential problems. 

Once again, the problem of member firm acceptance of 
consortia-developed technology is not a trivial one. Many 
firms are inherently distrustful of technology which is not 
developed in their own laboratories. 

Professional jealousies play a part as well. Company 
researchers may tend to feel that consortium research is not 
the same quality as their own. Also, they may tend to 
resent this research especially because it may take away 
from company internal research funding they would be 
receiving instead. However, most of the large-scale 
projects cannot be supported solely by a single firm. Joint 
research is especially imperative and financially productive 
in these cases. Furthermore, it is almost impossible for a 
Single firm to acquire the necessary talent to be able to 
compete with other large sources such as universities and 


government agencies. 
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In short, this non-acceptance of consortia-produced 
technology will continue to cause problems unless mechanisms 
are implemented to counter it. One such mechanism currently 
mm use is that of shadow programs (Ref. 6:p. 15). Shadow 
programs are in-house programs which parallel or complement 
work being done in the consortium itself. In this manner, a 
company can trust, somewhat more, the external research 


being provided. 


G. UNITED STATES EXPERIENCE WITH CONSORTIA 

The use of consortia is not a new concept in the history 
of American technology. The Aerospace Industries 
Association, for example, was organized 30 years ago to help 
develop software for numerically controlled machine tools. 
Wor to this, the Manhattan Project and Radiation 
Laboratory of MIT were organized to utilize scientists and 
engineers for specific projects--both were highly successful 
in their own right. In fact, the success of these projects 
in developing nuclear weapons and radiation applications 
proved to private industry the necessity of cooperation in 
large endeavors. These projects simply could not have been 
completed by only one or two scientists in one company. 


[Ref. 10:p. 63] 
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Other examples of governmental involvement in large- 
scale projects have been the Apollo Program, the Space 
Shuttle Program, and the European Space Program. These 
projects have had a tremendous impact on the way R&D has 
been conducted in this country. The issue, however, is 
whether or not this same intensity of effort can be 
transferred to the private sector. The private-sector R&D 
consortium, unlike its government-sponsored cousin, is 
usually limited to an R&D function and does not have 
production or manufacturing responsibilities. Therefore, ae 
is somewhat critical that the technology developed be 
adopted by the sponsoring members for eventual inclusion 
into their individual manufacturing processes. This is one 
of the critical questions regarding the private-sector R&D 
consortium concept. Will the sponsoring members accept the 
technology developed through the consortium and how can it 
be transferred effectively to all members? Prior to 1984, 
universities played a prime role in the R&D arena. 
Oftentimes at the center of the consortium, universities 
were able to avoid the risk of being harangued on antitrust 
grounds because of their prime emphasis on research rather 
than production. However, with passage of the 1984 National 


Cooperative Research Act this fear among private firms was 
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essentially nullified. Since 1984, more than 60 registered 
consortia have come into existence as compared to about 20 


prior to 1984. [Ref. 10:p. 64] 


H. JAPANESE CONSORTIA EXPERIENCE 

Even though there are definite advantages to consortium 
produced research, is it a viable entity for the private 
sector in this country? Some would point to the alien 
concept of cooperation in this country, as compared to Japan 
and some European countries where long term support by 
government and mutual cooperation among firms is somewhat 
more common. The tendency in the U.S. has been for 
consortium member firms to come in for a relatively short 
period of time, expect high returns, and then depart. [Ref. 
Gp. 15) The Japanese and European models point to a much 
more patient approach. 

If consortia are alien to the American culture, what 
makes the Japanese model so successful? Perhaps the 
emphasis they place on the problem or goal they wish to 
achieve, and not on the actual organization itself, provides 
a clue. The Japanese effort in the semiconductor field 
tends to focus on specific objectives selected by a number 
of independent firms and promoted by MITI. The consortium 


itself only exists for a predetermined period. Once the 
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goals of the group have been met, the consortium disbands 
totally" There are no reasons to maintain the consortium 
intact, in the Japanese mind, if the pre-consortium 


determined goals are achieved. [Ref. 7:p. 551] 


I. CAN UNITED STATES CONSORTIA BE SUCCESSFUL? 

With the points in this chapter as ingredients and menu 
for the consortium soup, can the U.S. cook its own success 
SEDE? Perhaps, but it must take into consideration a 
number of factors. 

The consortium concept can still be considered to be 
somewhat alien in this country. While the Japanese ethic is 
"company first", Americans think of their" “individues 
rights first as a whole. In order for consortia to become 
effective in the U.S., the mutual suspicion of competitors 
will have to be resolved. A concern, therefore, would be 
that these consortia might produce highly specialized 


products, unreasonably expensive and non-competitive with 


foreign sources. Such is the case with many defense 
contractors. Fortunately for them, they do not have to 
compete on the open market. In essence, their market is 


built-in for them. 
The use of a MITI-type subsidization of an industry can 


be effective if introduced at the appropriate stage. 
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Support of these growing industries can cut prices, increase 
consumption, and speed the sharing of R&D. In the early 
1970s, for example, MITI began its support of the Japanese 
emp industry, a growth industry at that time. UNS: 
governmental intervention of an embattled industry such as 
is the semiconductor industry currently, may not be as 
effective, however. The dynamics of troubled industries, 
where the firms involved have well established roles and 
relationships, are quite different. In these situations, 
consortia have never been proven effective. [Ref. ll:pp. 65- 
66] 

Governmental subsidization (MITI-like) might be an 
effective mechanism in a new, upstart technology in the 
oms., though. Technology such as superconductivity, HDTV, 
and stealth could all benefit because there is no dominant 


force on the market at this time. 


J. PREDICTIONS 

As seen by the number and variety of consortia, this 
form of conducting research by private sector firms is on 
the upswing in the U.S.. However, is it really worth the 
investment or are the individual firms simply protecting 
themselves against being left behind the crowd should a 


Significant research breakthrough be discovered? In 
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addition, the thorny issue of successful technology transfer 
is not inconsequential. 

Therefore, arguments that consortia are the wave of the 
future simply because there have been upsurges in their 
numbers in recent years is too narrow a view. American 
industry may or may not be able to utilize this type we: 
format successfully. The independent entrepreneur, for one 
example, would probably never agree to consortium-backed RD 
involvement. In fact, just this type of entrepeneurism has 
brought about a great majority of high-tech products in use. 
Hundreds of small American chipmakers have found a highly 
lucrative niche in the specialized memory chip arena. This 
arena may be where America is best able to utilize its 
intellectual talent, the small, but innovative, custom chip 
market. 

Analysis of the consortium as a possible R&D 
Organization leads one to conjecture concerning the types of 
industries best suited for consortia R&D. In fact, one of 
the most intensively research-oriented industries is 
semiconductors. The marriage of semiconductors) and 


consortium-organized R&D seems too good to be true. Is it? 
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The case for the government-subsidized, industry-backed 
SEMATECH consortium will be addressed in the following 


chapter. 
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V. THE CASE FOR SEMATECH 


Up to this point, discussions have dealt with rather 
broad-based issues, albeit focusing of these issues has 
become narrower and narrower: protectionism, national 
security reasoning for protectionism, and the consortium as 
one possible mechanism to enhance R&D in the U.S.. The 
preceding chapter acknowledged the benefits Of the 
consortium and its synergistic effects on the member firms. 
However, numerous problems were also shown to be possible, 
depending on how the consortium is organized and managed. A 
detailed study of just how the government-subsidized 
semiconductor research consortium, SEMATECH, came to be and 


its organizational make-up will now be addressed. 


A. REASONS FOR DOMESTIC SEMICONDUCTOR INDUSTRY DECLINE 
While subject to much controversy and opinion as to why, 
many well-meaning individuals argue that the American 
semiconductor industry, as a whole, is now substantially 
behind foreign-owned firms (especially the Japanese) in 
total market share and overall viability. In their opinion, 


this decline is mainly attributable to the loss of the high- 
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volume DRAM market. This loss is believed to have been 
caused by some of the following reasons: 


- early Japanese government support for their domestic 
semiconductor industry; 


- Japanese governmentally imposed trade barriers 
restricting Japanese market penetration by foreign 
firms, mainly American owned; 


- dumping practices; 


- natural evolution via the life-cycle theory of trade 
patterns; 


- fundamentally different industrial practices between 
Japan and the U.S. (i.8., MITI involvement with 


Pioeust ry) ; 


- differences in industry structure (i.e., vertical and 
horizontal integration by many Japanese firms). 


While each of these reasons are important, the final two are 
particularly interesting in that they point to a divergence 
in overall industrial philosophy. If these were the primary 
causes, it would provide an opportunity for comparing the 
relative success of one system over the other. This shall 


be examined later. 


B. HISTORICAL BACKGROUND 

For quite some time now, observers have been noticing 
the rather steady decline in American competitiveness in the 
semiconductor field. ine particular, the subset of 


integrated circuit production has been a controversial 
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subject due to the once dominant level of worldwide 
shipments which the U.S. enjoyed. In 19759 the UT: 
possessed 58% of worldwide merchant production of integrated 
ciFenits. At that time, America’s closest competitor was 
Japan with only 19%. Since then, a combination of 
occurrences has caused Japan to greatly increase her share 
of the market to a 1986 level of 45%. During this period, 
the U.S.’ level has fallen to 45%. In other words, as of 
1986, the U.S. and Japan were at parity in merchant 
integrated circuit production. "RED Even more 
dramatic is the comparison of world market share of Dynamic 
Random Access Memory (DRAM) chips. In 1975, the U22 
controlled 90%, but by 1936 2c had en so. 

This would seem, to most free market economists, to 
simply be a result of the natural competitiveness of the 
free market system. The consumer could only benefit from 
such“ actions, and in fact, hetehas- The cost per bit for 
DRAM has substantially decreased from 1 cent/bit in 1973 to 
1/1000 cent in 1985 [Ref. 12:p. 5]. To a great extent this 
has been caused by competition which resulted in better and 
more abundant DRAMs. 

Because of the perceived market share loss by American 


firms, the U.S. semiconductor industry has lobbied for 
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iSsewetataver-action to “counter” "this decline. Unable to 
compete successfully, the industry’s most recent endeavor is 
the creation and federal funding of a manufacturing research 
consortium known as SEMATECH (SEmiconductor MAnufacturing 
TECHnology)}. The reasons behind creation of such an 
organization and its effectiveness to date shall now be 


examined. 


C. DEFENSE SCIENCE BOARD REASONING 

In early 1986; the Defense Science Board was 
commissioned to study the issue of dependency of the 
military on foreign-produced semiconductors. Based on 
results of their inguiry, a recommendation was made to 
Emmpert formation of a consortium of U.S. semiconductor 
manufacturers. What brought the Board to this specific 
conclusion? 

The impetus behind this investigation was the growing 
belief in foreign domination of so-called "generic" 
semiconductor production. These generic chips, specifically 
DRAMs, are ubiquitous throughout the computer industry. 
That is, they are used by almost all types of computers 
throughout the electronics industry. In particular, they 


are important components in most advanced military systems. 


oS 


One of the basic premises stated in defense journals is 
the strategic reliance of the U.S. on technological 
Superiority over its potential adversaries. This technology 
relies primarily on weapon systems containing a high number 
of electronic components. Of course, the reasoning 


continues, electronics have the ubiquitous semiconductor as 


their backbone. Since the semiconductor no longer is 
produced primarily in the U.S., American defense products 
necessarily contain foreign-produced components 
(semiconductors). 


The Defense Science Board concluded that this could lead 
to a dangerous situation: American defense needs relying on 
foreign sources. Two reasons for this conclusion included: 
(1) in case of conflict, foreign governments might restrict 
the sale of vital semiconductors to U.S. defense industries 
if they disagree with American actions; or (2) the ability 
to produce defense systems in general may degenerate to the 
point where Americans would lose the know-how to apply 
technology to defense needs. In either case, the results 
were unacceptable according to the Defense Science Board. 

If the hypothesis is that semiconductors are vital to 
American defense needs, how is their availability to be 


assured to defense contractors? Defense requirements for 
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semiconductors are small compared to commercial requirements 
(DOD accounts for only 3% of total DRAM sales). TEDOD 
requirements are to be met, two possible outcomes are: 

- utilize domestic, commercial semiconductor industry 
production, taking steps to ensure that sufficient 
capacity exists for national emergency purposes; 

- accept foreign-source semiconductors. 

If the second option is unattractive for the reasons 


stated above, then it follows that the domestic commercial 


industry must be encouraged to produce, in sufficient 


quantities, the products that DOD needs. Domestic merchant 
DRAM producers cannot currently meet these requirement. The 
issue of captive market producers (i.e., IBM, AT&T) is 


certainly a factor in deciding if there will exist a 
domestic-based supply line available in time of war. 
However, this concern will be addressed later. 

A strong requirement by DOD alone will not cause 
private, merchant market firms to invest the time or capital 
to meet DOD’s need by themselves. Sincer DOD accounts for 
such a small portion of the market, private firms must be 
attracted by the commercial benefits inherent in the 


industry. SEMATECH proposes to do just that. 


Y 


D. REASONS FOR JAPANESE SEMICONDUCTOR ADVANCES 

Some of the Japanese industrial practices which have 
contributed are successful growth One their domestic 
semiconductor industry have been: 


- investment of a larger fraction of sales into plant and 
equipment than U.S. firms (1970-1985); 


- high emphasis on R&D investment as compared to U.S. 
firms (13% vs! 103); 


- R&D emphasis has been on technology development which 
will bring long-term returns vice American R&D emphasis 
on the shorter-term design of new products to be placed 
on the market as rapidly as possible; 

- a high degree of mutual cooperation between fiercely 
competitive firms under the direction of the Ministry 
of International Trade and Industry (MITI) or Nipon 
Telephone and Telegraph (NTT). 

Differences in industrial structure are also important 
to note: (1) most Japanese semiconductor firms are 
substantially larger than their American counterparts; (2) 
most Japanese semiconductor firms are vertically integrated 
and horizontally diversified. Size and horizontal 
diversification provides internal R&D funding on a much 
larger scale, allows for economies of scale and permits 
Japanese firms to weather the frequent severe downturns in 
the semiconductor industry (non=sSemiconaducter  portioncmes 


the firm can subsidize the semiconductor portion). Vertical 


integration allows the profitable computer and consumer 
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electronics sales to subsidize DRAM production and 
manufacturing technology development. Many Japanese firms 
(Hitachi, NEC, Toshiba) consume up to 20% of their own 
Pmeauetion, [Ref. 12:p. 2] 

‘In addition to the apparent differences in industrial 
structure and practices, other more basic differences may 
explain the surge in the Japanese semiconductor industry; 
these may be related to overall economic and labor 
variations. For example, lower productivity per worker, and 
demand for higher wages in the U.S. work force place another 
barrier in the industrial race for Superiority. Also, the 
tendency in the U.S. market to emphasize adversarial 
relationships between labor, management, government, and 
academia create reluctance for cooperation among these same 
parties. This is just the opposite of what occurs in Japan. 
Furthermore, employee loyalty is much greater in Japan. 
This tends to mean the employee becomes experienced in his 
field, while continuing the normal Japanese business 
practice of rotation between departments. Experience and 
loyalty engender a desire for quality which manifests itself 
positively in the final product. Of course, this same 
tendency for Japanese workers to remain in the same firm may 
in turn quash innovation. This issue will be dealt with 


later. 
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E. BENEFITS OF UNITED STATES SEMICONDUCTOR PRODUCTION 
LEADERSHIP 


While subjective by nature, several benefits are thought 
by some to be particularly useful to the U.S.. These 
include: the previously mentioned national security aspect; 
R&D uses by other parts of the electronics industry; and 
strengthening of the entire national economy, particularly 
the science fields. Of specific interest is the 
relationship of semiconductor leadership to overall national 
economic standing. 

Studies indicate that the rate of return to society of 
R&D in electronics is greater than that to the individual 
firms [Ref. EJS This would include, according =~ te 
researchers, an increase in the domestic human talent pool 
in the sciences due to utilization of these individuals by 
high-tech industries. Conversely, the decline in numbers of 
domestic high-tech industries would consequently mean a lack 
of positions for new employees and a concomitant decline in 
the talent pool. 

Semiconductors will continue to play an ever increasing 
role in all types of manufacturing processes. As artificial 
intelligence and robotics become increasingly capable, more 


and more industries, not only the electronics industry, will 
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utilize their technologies. The heart of AI/robotics will 
continue to be the semiconductor and its ability to rapidly 
absorb and transmit massive amounts of information. 

Assuming the logic behind the arguments for a strong 
domestic semiconductor production capability, what 
recommendations did the Defense Science Board make and what 


actions did Congress finally take? 


F. THE SEMATECH PROPOSAL 

To reverse the trend of a decreasing U.S. semiconductor 
market share, the DSB recommended that the Department of 
Defense subsidize creation of a consortium of private firms 
designed to study and create new manufacturing technologies 
mem the semiconductor industry, particularly™for the next 
generation DRAM chips. The output of this combined R&D 
effort would initially be made available to the member 
firms, and later, to the entire industry. AY eit US VON Bor 
approximately $200 million/year for a total of six years was 
the initial mandate. This was thought to provide enough 
A enan tO the industry to see it through to its initial 
goal of producing a 64-MR DRAM chip and transferring this 
technology to member firms. It was felt that a specific 
goal (the 64 MB chip) would focus RáD efforts as well as 


allow suficiente quantification in order to monitor goal 
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attainment. At the end of the six years, federal 
involvement would essentially cease and SEMATECH would 
continue only insofar as member firms continued to finance 
its existence. 

A primary concern Of SEMATECH would be the 
discovery/implementation of techniques to transfer the 
technology it developed to its member firms; not a small 
task in that all member firms are fiercely competitive 
outside of the consortium environment. SEMATECH has devised 
what it calls "transfer teams": individuals from each member 
firm who are trained, during group sessions, on how best to 
return the technology developed to their parent firm. It is 
also thought that the organizational culture engendered by 
SEMATECH will promote open and frank communication. Hence, 
additional transfer methods will exist simply because of the 
professionalism resident in the employees themselves. Iñ 
addition, SEMATECH has developed a common format and 
language to complement training of transfer teams as well as 
common processing and qualification database languages. 
Each of these steps will necessarily reduce misunderstanding 
and speed communication; however, only time will really tell 


if they are a success. 
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i. SEMATECH Strategies and Tactics 

Based on personal interviews with SEMATECH 
personnel, the organization has devised from its charter a 
number of specific and general strategies and tactics to 
achieve the goals envisioned. These are formed around the 
basic premise that SEMATECH was formed to strengthen 
America’s capability to manufacture semiconductors with 
totally domestic production content. [Ref. 14] 

These strategies include: 


- implementation of programs to  develop/demonstrate 
advanced semiconductor manufacturing techniques; 


- demonstrating cost effective manufacturing capability 
on competitive, leading-edge manufacturing 
demonstration vehicles; 


- transferring technology developed to member firms and 
ultimately to all domestic semiconductor firms. 


Tactics developed to implement these strategies 
include the following: 


- periodic group workshops to plan goals and milestones 
for each step of the process; 


- demonstrating manufacturability of each unit process 
and manufacturing system on appropriate production 
lines; 


- building a generic manufacturing plant for use as a 
laboratory to demonstrate processes developed; 


- emphasizing environmental, health and safety 
considerations in the development of state-of-the-art 
manufacturing processes with regard to hazardous 
materials, effluents and waste; 
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- utilizing only U.S.-owned, UTS Gocatcamemepl ers mor 
equipment and materials; 


- providing coordination for academic research in eight 
major universities throughout the country to complement 
SEMATECH’ Ss hands-on R&D; 

- utilizing outside sources as much as possible for 
specification of standards, selecting vendors, and co- 
development of all required systems in place of 
SEMATECH personnel. 

2. Funding 

As mentioned earlier, the estimated operating budget 
for SEMATECH is $200 million per year. Fifty percent of 
this comes from the Department of Defense, via DARPA 
(Defense Advanced Research Projects Agency). The other half 
if raised by annual dues required of member firms. 
Currently 13 firms comprise the core body of SEMATECH. Each 
of these firms pays a minimum of $1 million annually, with 
many paying more depending on whether they are a merchant or 
captive producer, end-user, or non-semiconductor member. In 
addition, each SEMATECH member must agree to join the 
Semiconductor Research Corp (SRC), which has its own 
separate dues ranging from ~$65,000— to $2.4 mm on 
depending on company size, plus a one-time sign-up fee of 
S627 0007 


Therefore, member fees are not solely constrained to 


the $1 million minimum required by SEMATECH. They may be 
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aser tO $2 million. [Ref. 15spp. 30-34] For small, 
upstart companies these fees may be prohibitive. 
3. Employees 
At the onset, employees of SEMATECH came from each 
of the individual member firms in order to facilitate start 
up and lend experience in the technical and leadership 
areas. As time progresses, SEMATECH expects to direct hire 
approximately 50% of its employees, with the remainder 
consisting of loaners from the member firms. Haci firm 
assigns individuals based on the proportion of funding it is 
providing, up to a ceiling of 10% of the total. Salaries 
are provided by the individuals’ parent firm while assigned 
to SEMATECH, although this amount is credited to the firm's 
account when assessed its annual membership fees. 
4. Member Firms 
As of May ooo, SEMATECH consisted Of 14 

semiconductor corporations, the majority of which are well 
known. They are: 

- AMD 

- AT&T 

=T NE L 

— 


—eorGitAl EQUEBMENT 
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= HARRIS 

— HEWLETT PACKARD 

- NATIONAL SEMICONDUCTOR 
- ROCKWELL 

= LSE COGIC 

= MICRON 

- MOTOROLA 

= NCE 

- TEXAS INSTRUMENTS 

The network that SEMATECH has developed does not, of 
course, end here. Several dozen other supplier companies 
provide basic components to SEMATECH. One of the most 
critical of these is Monsanto’s Electronics Materials 
Company (MEMC), based in Palo Alto, CA. MEMC is the U.S f 
sole producer of 8-inch silicon wafers, whichareithe basic 
cutting blocks from which semiconductors are produced 
SEMATECH plans to rely upon MEMC’s 8-inch wafers because it 
is the only domestic producer of this raw component. 

The problem which has now developed, however, is 
that as of April 1, 1989, MEMC is owned by a foreign firm, 
Heuls AG of West Germany. This would seem to run counter to 
SEMATECH's basic premise of utilizing only domestic 


suppliers. In allowing the sale of MEMC to the West 
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Germans, the Bush Administration heeded the recommendations 
of the Committee on Foreign Investment in the U.S. (CFIUS) 
which agreed that "the Heuls acquisition represents the best 
opportunity to strengthen this business and provide a strong 
manufacturing base and research and development effort in 
the United States." [Ref. 16:p. 1]. Apparently an exception 
would be made to the rule of domestic-location, domestic- 
ownership. It can only be theorized that CFIUS felt this 
particular sale would cause no national security problems in 
the area of restricted supplies. An apparent loophole in 
this requirement is that foreign-owned suppliers are not 
eligible to participate in SEMATECH if an American-owned 
producer is available. Obviously, there is no other 
American-owned producer of 8-inch wafers, therefore, 
inclusion of  MEMC in the SEMATECH organization is 
legitimate. However, this raises basic questions as to the 
future reliability of such a policy of foreign exclusion. 
Where in fact do you draw the line? What happens when 
Hitachi buys out a major American producer? Is it allowed 
to continue as a SEMATECH supplier? Adequate evaluation of 


possible long-term implications are required. 
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5. SEMATECH Accomplishments 


As stated in its own words, SEMATECH’ s 
accomplishments since inception have been numerous. These 
include: 

= Mani BO construct cost-effective, world-class 


fabrication facilities capable of manufacturing 0.5 
micron technology; 


- production of 64K Static Random Access Memory (SRAM) 
chips: 


- completion of 27 different workshops throughout the 
country to focus specific technological targets; 


- organizing the relationship between DARPA and SEMATECH 
in the face of legal issues such as antitrust, 
taxation, proprietary rights, etc.; 


- coordinating the foundation of Centers of Excellence at 
Six American universities to study specific topics: 
Contamination/Defect control, Lithography and Pattern 
Transfer, Single Wafer Processing,Plasma Processes, On- 
Line Analysis and Metrology, and Sub-Micron CMOS. In 
addition to these research areas, each university 
agreed to develop curricula to emphasize manufacturing 
disciplines at the graduate and undergraduate levels; 


- establishment of Semi/ SEMATECH. Members of 
Semi/SEMATECH are suppliers of materials vital to 
SEMATECH’s R&D efforts. Mainly small businesses, 
membership permits these firms to receive timely 
notification of SEMATECH developed initiatives and 
standards for incorporation into’ their own production 
lines. 


6. DOD and SEMATECH 
While DOD has the already mentioned objective of 


ensuring the long-term viability of the domestic 
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semiconductor industry, SEMATECH literature also states the 
following as having potential DOD value: 
- because SEMATECH is a unique organizational form for 
American industry and government, its success could 
facilitate future innovative industry/DOD efforts that 


avoid the costly DOD procurement procedures; 


paesact ony modernization will ensue from enhanced 
production technology; 


- R&D tends to be stable since membership is required for 
a minimum of four years precluding premature loss of 


funding by dissatisfied firms; 


- increased DOD savings due to emphasis on lowering 
manufacturing costs; 


- quality control iS a prime requirement for any 
technology developed, minimizing the need for extensive 
atter productions testing; 

- reduced need for DOD defense specifications and special 
processes in manufacturing due to SEMATECH’s emphasis 


on generic technology; 


- rejuvenation of domestic technology Skills and 
education. 


7. Risks 
SEMATECH certainly possesses the normal risks 
associated with any new, unknown organization--success or 
failure are not guaranteed. However,this is not a unique 
situation. More specific potential problems and their risks 


will be: 


ow 


Rate of Diffusion of Developed Technology. Slow rate 
of transfer of technology will cause technology to be 


outdated before its use. Statistics bear out the fact 
that leading-edge technology is oftentimes outmoded 
after 6-12 months of use. On the other hand, a too 


rapid rate Tof diffusion might amplis” utilization cy 
foreign competitors, thereby undermining the basic 
reason for SEMATECH’s creation. In addition, U.S” £1pms 
with access to SEMATECH produced technology might 
decide to incorporate this technology in their overseas 
facilities with possible spread to competitive, 


foreign-owned firms. Even if foreign-owned firms do 
not acquire timely technology, the foreign subsidiaries 
Os UE Se firms might be given these advanced 


manufacturing techniques, thereby further exacerbating 
the movement of the semiconductor industry to foreign 
shores; 


Collusion. SEMATECH member firms might decide to try 
and corner the market on technology developed in the 
Consort Lum- This would certainly lead to advantages 
for member firms. However, the SEMATECH charter 


requires developed technology to be made available to 
nonmember firms after a sufficient period of time 
(through royalty fees). Theoretically, coldusdioen 
shourd i not oO CCUr, 


Centralization of Research Agenda. Innovation by 
individual firms on non-agenda research will tend to be 
very difficult. Diversity tends to be lost in order to 


avoid research duplication; 


Organizational Riskiness. Due to the limited level of 
experience in the U.S. with consortium arrangements, 
historical precedence Cannot be counted upon to 
extrapolate possible conclusions; 


Involvement of federal government. Federal 
participation is currently limited to” funding and 
providing advice to management. However, there is 


always the possibility that should SEMATECH either fall 
behind schedule or fail to meet required milestones, 
the Federal Government could step in and dictate policy 
to protect its vested interest in SEMATECH’s success. 
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G. INDUSTRY/GOVERNMENT OPINIONS AND VIEWPOINTS REGARDING 
SEMATECH 


From the onset, SEMATECH has had its proponents and 
SRLracs. A review of the literature brings forth a wide 
Seectrum of opinions, often with contradictory facts and 
conclusions based on extrapolated data from various sources. 
The following is a brief synopsis of the general cross- 
section of industry, government and academic writings 


regarding SEMATECH and its espoused goals. 


H. PROPONENTS 

Hom Cornell, senior vice president of ‘Harris Compies 
Semiconductor Sector and a SEMATECH board member, believes 
SEMATECH is the only choice U.S. chip makers” have for 
Survival. Government involvement is essential, he states, 
because "the semiconductor industry does not have the 
resources to get the SEMATECH effort promptly underway and 
keep it moving speedily towards its objectives". Cornell 
indicates that the U.S. defense program and America’s entire 
industrial base is at risk if the dearth of domestic 
semiconductor production capability is not addressed. The 
concerns of smaller companies that SEMATECH’s focus and 
membership costs are unrealistic is unfounded in Cornell's 


OPPATFONnN. Not all small companies need to participate in 
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such an endeavor, he says, but if they do, the fees are an 
investment in a highly leveraged opportunity. A small 
member firm would realize a multiplier effect in its R&D 
capability by joining SEMATECH, Cornell believes. Cornell 
states that SEMATECH is probably the only means for the 
industry to survive at this point, even though cooperation 
between firms competing for the same technology is 
unnatural. Entrepreneurship will not carry this industry 
into the. future by itself. [Ref. 17:pp. 11-13) 

Charles Sporck, president of National Semiconductor 
Corp, was one of the earliest lobbyists for government- 
industry collaboration and the chief architect of the 
SEMATECH concept. Sporck believes that only an organization 
like SEMATECH can infuse the industry with the required 
amounts of funds to devise techniques for manufacturing 
tomorrow’s superchips. Sporck’s “tactic. in convinciós 
reluctant Administration officials to take this path was a 
warning that the Reagan Administration had to make a 
difficult cehNhorcek either a strong economy or free trade. 
Sporck believes that free trade is at the root of America’s 
economic woes. "No country can tolerate open markets if 
that means losing its most advanced technology and its 


ability to sustain its standard of living", declared Sporck. 
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He believes the long-term solution should be managed trade, 
in line with the 1986 semiconductor trade agreement with 
Japan. However, with lack of a clear consensus on such a 
radical economic approach, SEMATECH is the best alternative, 
he believes. [Ref. 18:p. 116A] 

Gilbert Amelio, president of Rockwell’s 
Semiconductor Products Division, states, "Their (the 
Japanese) strategy was intentionally devised to overwhelm 
anything that private industry can do by itself". This was 
in response to the comment that for two decades the Japanese 
model of industry-government collaboration has targeted and 
then dominated selected markets such as compact cars, 
cameras and consumer electronics. According to Amelio, 
SEMATECH is the latest move by domestic chipmakers to fight 
back against devastating competition from Japan Inc (Japan 
Inc is the term used for the conglomeration of large 
Japanese firms and Japanese government supports backing 
these firms). Amelio counters critics’ arguments that 
American industry will never be able to successfully 
cooperate on such a large scale with the fact that firms 
came to him with pledges of financial support even before he 
solicited them. Amelio was president of the Semiconductor 


Industry Association (SIA), SEMATECH’s parent organization, 
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at the time. He believes patriotism has been aroused and 
that this groundswell of support will overcome parochial 
jealousies. [Ref. 19:pp. 62-63] 

George Schneer, a vice president for Intel 
Corporation, states that "The U.S. semiconductor industry is 
basically at the brink of starvation because of a lack of 
manufacturing competitiveness". He explains that U.S. chip 
companies have fallen anywhere from three to five years 
behind their Japanese counterparts and that this has been 
particularly devastating in the commodity markets, where 
manufacturing is crucial. [Ref. 15:pp. 30-34] 

Andy Grove, CEO of Intel, discounts the once 
perceived problem of Japanese "dumping" of chips on the 
American market, "...the American computer industry is not 
at a disadvantage because of the suitcase (dumping) 
problem). The biggest danger the computer industry faces is 
the disappearance of its principal domestic supplier. In 
fact, the U.S. computers would be in mortal danger if 
American semiconductors were destroyed". He goes on to 
state that "The industry has become very brutal, very 
heavily financed by every government - ours being the last 
to get involved." "The Sematech consortium is a way for the 


industry to support its suppliers by defining clear targets 
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to shoot after, so thate wo»wædommnmot, =»ins»tunn, wet too 
dependent on overseas vendors for manufacturing tools. 
Members will get a degree of security for development and 
ection." [Ref. 20:pp. 43-45] 

Bob Noyce, co-founder of Intel and CEO of SEMATECH, is 
aware of the difficulties inherent in organizing SEMATECH to 
overtake Japanese IC production. However, he indicates that 
if successful, SEMATECH will probably set the pattern for 
future government-industry endeavors, "What we’ve seen in 
the Japanese model is that a ae society can do some 


things better than a strongly competitive society". [Ref. 


Ze pp. 76-79] 


I. JAPANESE INTEREST 

Japanese firms, for obvious reasons, are closely 
scrutinizing SEMATECH’s progress as well. Expectations are 
that SEMATECH will likely endanger Japan’s superiority in 
memory chip production. In addition, it is believed that 
this portents increasing difficulty in obtaining U.S. 
technology which is crucial to the design of basic software 
that determines the functions of semiconductors, especially 
memory chips (Texas Instruments provides many of the basic 
designs). It is foreseen that Japanese chipmakers will no 


longer be able to rely on their superior and more efficient 
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production techniques. Rather, they will have to strive for 
basic improvements in circuit design and software issues. 


[Ref. 225 pe TOGE] 


J. OPPONENTS 

While the above opinions are essentially pro-SEMATECH, 
there were a number of misgivings as well. One issue was 
the apparent lack of support SEMATECH was receiving from the 
numerous small chip makers. Zilog Corporation's Ed Sack 
believes, "...SEMATECH is missing the point". Cypress 
Semiconductor’s T.J. Rodgers thinks that SEMATECH is nothing 
more than a plot by the large firms to "...take care of 
their real competition: the smaller firms." “It’s going 2s 
be hard to take the market away from the Japanese, where 
they are doing well, and it is dumb for the government to 
undertake it. Our Strategy (at Cyprus Semiconductor) is to 
stay where we are strong. And that is in innovative design 
and quick, value-added marketing", he adds. Others seem to 
be indifferent, such as Gordon Campbell of Chips and 
Technologies, Inc., who say, "We don’t care very much about 
manufacturing.", he adds. Even Charles Sporck acknowledges 
the divergence in success between large and small firms: 
the large ones declining in power, while the small, upstart 


firms are increasingly capturing the next generation of 


74 


feeaneorogy, particularly through reir Suse of customized 
ehips. Most of these innovators do not plan to participate 
ao SEMATECH,” which could, in the long run, undermine 
SEMATECH’s ability to produce state-of-the-art technology. 

Larry Jordan of Integrated Device Technology Inc., also 
strongly objects to joining SEMATECH, "We are not able to 
realize any gains from industry associations. We run at the 
front edge of technology now. ...We’re ahead of everyone 
else." Tom Longo of Performance Semiconductor Inc., feels 
that, "We'll end up giving away more than we are getting." 

Even the basic direction of SEMATECH is cause for 
concern by some. Zilog’s president, Sack, believes SEMATECH 
"is not a decisive element in the solution to the problem we 
eee facing." He argues that manufacturing is not the 
issue,rather the lack of vertical integration which causes 
poor return on capital. 


Others fear government involvement, no matter how non- 


intruSive. "If government funding means government 
management, then I have a problem with that", states 
Performance Semiconductor’s Longo. Federal involvement, 


specifically DOD, is even thought by some to be a major 
cause of American loss of competitiveness. Scholars 


interject that military spending has siphoned off large 
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numbers of engineers and scientists to work on defense- 
related projects (missiles, high-energy lasers) at the 
expense of commercial products like VCRs, printers, etc 
where the Japanese concentrated their efforts. "It’s nel 
DARPA’s mission to provide aid to industry", says Michael 
Borrus, Deputy Director of the Berkeley Roundtable on the 
International Economy at UC Berkeley. Even more to the 
point is Brookings Institution senior fellow, Kenneth Flamm, 
who believes civilian industry should be supporting the 
Pentagon, not the other way around. "Some of those national 
security rationalizations are just that--rationalizations", 
he says [Ref. 23:p. 8]. 

In defense of DARPA, however, it must be stated that 
historical precedence seems to be in its favor. DARPA has 
long been the leading provider of Federal funds to 
universities for computer research. Uses aes tears many 
fundamental computer technologies in use today can be traced 
to its backing, such as the graphics techniques used in the 
Apple MacIntosh, time-sharing, and packet-switching used in 
local area networks. With these kinds of success stories 
under DARPA’s belt, SEMATECH could do much worse with a 


different federal agency. 
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K. RELATED ISSUES 
1. Technology Loss 

Concerns over probable technology loss are also 
issues confronting SEMATECH. Critics argue that SEMATECH’s 
edge will diminish as developed technology leaves the 
organization via member firms’ offshore facilities, direct 
deals between member firms and foreign firms, and 
resignation of employees with access to the latest 
technology. Mechanisms to ensure adequate domestic 
harvesting of data may or may not be possible. 

2. Is SEMATECH’s Emphasis Correct? 

Arguments espousing a different direction than that 
taken by SEMATECH merit further consideration. SEMATECH 
currently focuses on the memory-chip market, one which Japan 
clearly dominates, and where Japan appears to enjoy 
comparative advantage over the U.S.. From a commercial 
viewpoint, it might make more sense for DOD to strengthen 
markets where domestic industry already has the lead: low 
volume, high-performance products. These also tend to be 
where the military requirements are  found--customized 


designs in low volume. 
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L. OTHER GOVERNMENT-SPONSORED PROGRAMS 

Outcomes of government support programs for other 
declining domestic industries might provide clues as to the 
Viability “or ofrecer. Recent voluntary restraint 
agreements (VRAs) designed to give domestic auto and steel 
industries a chance to adjust to increased foreign 
competition have done little to reverse the declining U.S. 
market share. While temporary improvements occurred in the 
auto industry(imports dropped to 23% at the height of the 
VRA period), they rebounded to 29% upon completion. [Ref. 
24: p.90] The steel industry's actions are equally as 
dismal. Even after the 1984 Steel Import Stabilization Act, 
carbon and specialty steel shipments continue to decline, as 
do profits and employment. The more nebulous areas of R&D, 
where SEMATECH is focused, might be even more difficult to 
guarantee success based on the results of these latest 
government endeavors. 

Governmental involvement in the VHSIC project also shows 
a possible scenario for SEMATECH. The very high speed 
integrated circuit program was developed to design 
radiation-resistant microelectronics technology and 
production capabilities. While a 1986 Office of Technology 


Assessment report indicated attainment of basic goals, the 
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actual production line «establishment fell well short of 
equis ment and delays of up to a year occurred, due to 
unrealistic goals. It might be possible that similar 
delays will occur when SEMATECH’s member firms attempt to 
apply to high-volume production lines the medium-volume 
techniques developed at SEMATECH. In the dynamic 
environment of semiconductors, after a 6-12 month delay, 


technology may already be outdated. [Ref. 24:p. 51] 


M. SEMATECH: CAN IT WORK? 

As can be discerned from the myriad of opinions, alleged 
facts, and precedence, a likely outcome of the SEMATECH 
project will be difficult to predict at best. So-called 
experts on both ends of the spectrum hold strongly to the 
viability or the foolishness of such an organization. What 
is clear, however, is that several issues have not been 
addressed satisfactorily. Are the goals too ambitious? Did 
the Defense Science Board, which recommended the SEMATECH 
proposal, adequately consider alternatives? Is the national 
security reasoning employed by industry executives an actual 
threat in today’s interdependent world or merely a ruse to 
gain political leverage? Is American corporate culture even 
able to assimilate the radical concept of competitive 


cooperation or will individualism present problems? 


19 


Japanese society tends to be efficient, diligent and 


homogenous. American society in many ways iS unique and 
draws it previous successes on the concept of 
entrepreneurship. Is it realistic to think that the 


Japanese model will be assimilated into the American scheme 
as easily as SEMATECH would propose? 

These and other points will be analyzed as to their 
merits and possible deficiencies in the final two chapters. 
Possible outcomes and predictions will be detailed in the 
concluding chapter. While no definitive answer may be 
possible, one can theorize with a fair degree of confidence 


some possible scenarios and their likely solutions. 
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VI. CONCLUSIONS 


As mentioned previously, several points deserve special 
investigation when considering both the intent in 
establishing SEMATECH as well as the long-term viability of 
such an organization. These include the rationale behind 
national security implications, possible alternatives 
satisfying DOD fears, and both the short and long-term 
Tity OL sSEMATECH’s organizational structure itseľf. 
Each has merits which may have influenced the ultimate 
@eersion to form SEMATECH or which Way provide clues to 


SEMATECH’s future. 


A. SEMICONDUCTOR/NATIONAL SECURITY OVERLAP? 

Do current trends in the semiconductor industry pose 
national security risks? In other words, is national 
Security meal ly jeopardized aie a majority Or the 
semiconductors used in defense products come from foreign 
sources? 

The U.S. has been involved in several international 
conflicts in recent years (Lebanon, Grenada, Persian Gulf, 
Libya). While these were relatively short duration 


conflicts, there have never been any repercussions or 
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restrictions Toka vital foreign-sourced weapons components. 
Does this mean such restrictions could never happen? 
Obviously not; however, the interdependence of military 
cooperation between the main chip suppliers such as Japan 
and the European community, and the U.S. military, is 
substantial. 

Until recently, even the Pentagon itself appeared 
unconcerned with the implications of foreign-produced 
electronics. AS an example, in 1986, either to cut costs or 
reward its allies, the U.S. awarded more than $9 billion 
worth of contracts to foreign firms--approximately 6% of 
total procurement. [Ref. 24:p. 47] In October of that same 
year, the Air Force purchased a major weather tracking and 
flight scheduling computer system of foreign origin. While 
the company may have been American (Honeywell), the system 
itself utilized mainly NEC (Nippon Electric Corporation) 


Supplied semiconductors, processors, and circuitry. 


B. CONFLICTING RESPONSES 

An interesting example of what might be an underlying 
reason for the semiconductor industry emphasis on national 
security is the attempted Fairchild-Fujitsu sale. 

In late 1986, Fujitsu revealed plans to purchase 80% of 


Fairchild Semiconductor. At that time, Fairchild was the 
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second lbargesteesupplier of chips wo the U.S. malitemy. 
Since these chips were used for advanced computers, military 
systems and nuclear-weapons communication systems, both 
industry officials and politicians alike claimed a potential 
national security risk if Japanese control were permitted. 
Politicians, in particular, decried the loss of jobs they 
believed would occur and possible antitrust violations which 
would ensue. Finally, after it saw the writing on the wall, 
Fujitsu withdrew its offer. 

Was the takeover bid indeed a threat to national 
feeuraty? Over 95%eof thesmproducts provided by Fairchild to 
DOD were available from other domestic producers. Also, the 
loss of jobs issue might not, in fact, have occurred at all. 
Fairchild had been doing so poorly in the previous seven 
years that it had already laid off 20,000 employees. The 
infusion of fresh capital by Fujitsu might even have 
increased employment. 

As it turned out, National Semiconductor subsequently 
pimehaseds Fairchild dor sae fractions ofeethe Fujitsw offer. 
Due to this merger, National Semiconductor became the 6th 
largest semiconductor manufacturer in the world, thereby 
inereasmmg its own potentrad or» antitrust violations. 


However, the semiconductor industry historically has been 


83 


calling these antitrust rules too strict; not lax, enews. 
inhibiting cooperative R&D ventures. 

Finally, why was there not a national security outcry in 
1979 when Fairchild was purchased by the French-owned 
company, Schlumberger Corporation? Is there a double 
Standard or do the semiconductor industry and Congress 
really feel that they have nothing to fear from French 
dissatisfaction with Uso foreign policy? Robert 
Christopher, author of Second to None: American Companies 
in Japan, notes that "Any suggestion that the French are 
more responsive to American defense concerns than are the 
Japanese is patently absurd." [Ref. 24:p. 49] 

There are also misgivings as to the validity of the 
statistics used to show America’s overall decline in 
semiconductor production. While the Japanese have made 
substantial increases in certain areas of the chip market, 
notably in the low-profit, high-volume commodity-chip field, 
this amounts to only about 15% of the total U.S. market for 
semiconductors. Even this figure may still be misleading 
since it does not include domestic captive producers such as 
AT&T and IBM. Including these two firms alone, the U.S. 
world market share rises from 44% to about 57%. [Ref. 25:p. 


2) 
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In particular, the Japanese only lead the U.S. in 
production of the DRAM at this stage. This is the most 
basic and commonly produced type of chip and demand 
Mmilceudtes, SsometimesedrasticallyyeGor it. In 1986, the top 
five Japanese DRAM chipmakers--Hitachi, Toshiba, Mitsubishi, 
mee, and FPujitsu--~had drops in profit of from 50% to 80%. 
On the other hand, as earlier noted, U.S. firms have 
substantial leads in the specialty chip market and next 
generation chips. Some industry analysts even feel that the 
Japanese may have made a strategic mistake by concentrating 
so heavily on this one aspect of the semiconductor industry, 
DRAMS, at the expense of future changes in technology. [Ref. 
woop. 10) 

It is also interesting to note that those firms crying 
the loudest when the specter of Japanese dumping occurred in 
1985-86, were just those medium-sized firms whose main 
impetus continued to remain in the DRAM market. Unable to 
compete with the monolithic Japanese makers, these firms 
lobbied and won approval from Congress for protectionist 
legislation. Could it be that these firms had simply 
"missed the boat" on what consumers desired and were trying 
to protect their substantial capital investment? Charles 


Sporck, CEO of National Semiconductor (one of the firms 
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directly affected by the Japanese DRAM invasion), became the 
prime industry spokesman for government intervention via the 
SEMATECH avenue and a vehement critic of the Japanese 
intrusion into the U.S. market. His motives could have been 
as much self-preserving as altruistic. 

As ie stands now, the world’s most profitable 
semiconductor firms are the small start-ups who are focusing 
on the limited production, but custom-made, chip. The trend 
in electronics is toward smaller and smaller chips with more 
densely packed transistors-more storage capability/chip, in 
other words. It is not the chip manufacturing aspect which 
holds the future, according to some analysts; rather, it is 
the design of new, more sophisticated chips [Ref. 25:p. 10]. 
This follows the trade pattern of product life cycle. As a 
product becomes more standardized, firms find that less 
developed countries may offer competitive advantages as 
producion "locations? In other words, them productacnmes 
DRAM chips will best be performed in countries such as Korea 
and Taiwan where labor costs are even lower than in Japan, 
and certainly lower than in the U.S.. [Ref. 26:p. 202] 

In particular, this emphasis would greatly benefit the 
military whose weapons and other applications require custom 


designs produced in low volume. It, “therefore, is haghiy 
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debatable as to whether SEMATECH’s espoused goal of 
regaining the American lead in manufacturing technology for 
national security reasons will even be valid in the future. 
Could SEMATECH become a dinosaur even before its original 6- 


year mandate is completed? Some think so. 


C. CONCERNS 

One of the prime concerns of the DSB, in recommending to 
fund SEMATECH, was the belief that the semiconductor 
industrial base should conform to a certain norm: domestic 
ownership and domestic production. This means American 
owners and production facilities physically located on U.S. 
memri tory . 

Other possible scenarios where chips could enter the 
merchant market are: 

= f6meign “ownership, domestie® production. In the auto 


industry, Honda and other Japanese firms have plants 
mpmougnout the U.S.. 


- domestic ownership, foreign production. National 
Semiconductor possesses this type of relationship in 
Japan. 

- foreign ownership, foreign production. Obviously , Gags 
is how a majority of the DRAM chips enter the U.S. 
market. 


Why is the first scenario (domestic ownership/location) 
the only acceptable alternative for defense critical chips? 


For instance, it seems that the foreign ownership/domestic 
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production scenario would be just as reasonable. If the 
foreign owner was restricted by its government in selling 
these components, the U.S.could still ensure supplies 
through nationalization of the plant. While admittedly a 
fairly radical solution, it does ensure open supply lines in 
time of crisis. The Fujitsu-Fairchild pact would have been 
such a scenario. The Monsanto Electronics Materials Co. 
relationship with SEMATECH is an example of just this type 
of scenario, since MEMC is now German owned. Obviously, 
DSBS desire we keep these firms solely domestic 
owned/located is not being met. Perhaps unnecessary 
limitations are being placed on the defense establishment by 
restricting vital component suppliers to being domestically 
owned/located. 

Another factor to consider is the differences in 
technical edge required between the commodity market chip 
and the specialty market chip. While the commodity market 
chips do have a greater proportion of total market output, 
the specialty chips, in fact, require technical superiority 
in their design and production. Clearly, the technical edge 
resides in the specialty chip market. Therefore, if DOD 
derives its technical edge from these specialty chips, the 


concern of losing U.S. ability to design, using these same 
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chips, is unwarranted. Specialty chip leadership, residing 
in the U.S., seems to certainly lessen this aspect of the 


DSB national security concerns. 


D. ALTERNATIVES ASSUMING NATIONAL SECURITY RISK EXISTS 
several alternatives to SEMATECH, which may be less 
expensive, yet continue to guarantee DOD’s requirements for 
semiconductors, are also possible. They may be less 
glamorous, but equally as effective. 
1. Strategic Stockpiling 
The Defense Science Board itself suggested one 
possible scenario would be the strategic stockpiling of 
semiconductors in the unlikely event of interruption. If 
legitimate concerns arise concerning a possible prolonged 
interruption, domestic captive producers (IBM, AT&T) could 
be designated as back-up suppliers during a national 
emergency. 
2. Diversity of Foreign Sources 
The very fact that numerous countries now produce 
commodity chips itself is a safeguard, so to speak. It is 
highly unlikely that the U.S. would go to war simultaneously 
with Japan, Korea, Taiwan or Europe. In addition, there are 
eoe eS Of further commodity chip production in countries 


such as Brazil. Lf HERAS: continued to cultivate 
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relationships with a diversity of foreign suppliers, a total 
cutoff of commodity chips to DOD during war, or simultaneous 
political disagreement with several of theses nations, 
would, in all likelihood, never occur. 
3. Buy American 

Another alternative suggested by historical 
precedence might be the Buy American campaign of earlier 
years. While this might have its attractions to labor 
unions, domestic industries, Congress, etc., it is actually 
better for DOD to seek the best, most cost effective, 
technology wherever it can be found. If this happens to be 
a foreign-owned firm, then so be it. This is especially 
true in light of recent U.S. experiences with the steel and 
auto industry where protected industries failed to upgrade 
their own technology significantly. A requirement to buy 
only American made products may, in fact, jeopardize the DOD 
premise of technological superiority in countering an 
opponent’s numerical advantage. Additionally, Buy American 


policies tend to drive defense costs up and reduce overall 


foreign military sales. This exacerbates both government 
and trade deficits. Therefore, while Buy American is an 
alternative, it can lead to other problems. In reality, DOD 
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should remain free to scan the entire international market, 
for both best technology, and best economy. 
4. International Agreements 

Even while SEMATECH is ongoing, member firms 
continue, in their best interest it must be said, to foster 
joint ventures with major foreign peers. Examples include: 
the Motorola and Toshiba pact; the National Semiconductor 
and NMB Semiconductor (Japanese) agreement to design, make 
and sell semiconductors in Japan; and the Honeywell, NEC and 
Compagnie des Machines Bull oof France supercomputer 
cooperation pact. Advanced Micro Devices also has 
agreements with both Sony (marketing and technology) and 
West Germany’s Siemens Corporation (Sourcing). 

What these pacts provide is a type of synergism and 
Symbiosis. In particular, the 1986 Semiconductor Protection 
Act provided even more impetus for U.S./foreign cooperation. 
The pact encouraged more and more Japanese companies to 
meecate plants in the U.S. toPMavoid tariffs to their U.S. 
customers, while joint ventures in Japan allow U.S. firms to 
gain access to valuable manufacturing technology. In 
addition, it is unlikely that Japan will move to restrict 
these arrangements themselves or to restrict export of 


crucial components made either jointly or solely by domestic 


on 


firms. Japan relies extensively on U.S. military protection 
because of its constitutional restrictions on military 
spending. The U.S. is also the source of most leading-edge 
chip and software technology. Therefore, it can be 
considered to be in Japan’s self-interest to provide the 
most reliable components to the U.S. commercial and military 
markets. Does this mean they always will? Perhaps not, but 
the risk they would incur makes the alternative unlikely at 
best. One-on-one international cooperative ventures, 
therefore, provide stability in and of themselves to the 
semiconductor industry and tend to ensure a steady flow of 
chips for domestic requirements. 
5. Captive Producers 

As mentioned earlier, the domestic, captive market 
segment is quite sizable. IBM and AT&T could easily provide 
all the DOD requirements for commodity chips if needed in an 
emergency. So long as captive producers exist, and there is 
no reason to believe that IBM will rely on outside sources 
for its chips, DOD currently haswen «place amdome stluealals: 
owned and domestically located supplier. 

6. Advanced Chip Programs 
DOD could sponsor specific firms to develop and 


produce both specialty and commodity chips for its own use. 


92 


PuEle  DOD™ itself’ is not an "economie “factor to the total 
semiconductor industry, it certainly could be to individual 
firms, if the majority of their contracts were to be 
government oriented. 

The point behind listing these possible alternatives is 
to show that alternatives do exist. SEMATECH does not have 
to be the only means of ensuring a continual flow of 
defense-critical semiconductors. The argument that because 
foreign-owned semiconductor firms currently dominate the 
commodity chip merchant market, then national security must 
be imperiled, is much too narrow-minded and simplistic in 


today’s interconnected and interdependent world. 


E. VIABILITY OF THE ORGANIZATION 

The question of SEMATECH’s organizational form brings 
Sbert=:un and long-run questions to mind. Unlike previous 
R&D consortia, such as MCC, where not all member firms have 
equal access to ongoing R&D, SEMATECH is structured under 
the premise that all members be allowed and encouraged to 
participate in all research. Since SEMATECH is under a 6- 
year federally subsidized mandate, its plan of action, so to 
Speak, 1S scrutinized yearly by DARPA. This supposedly 
ensures a continual focus on the goal of developing 


technology to mass produce a 64MB DRAM by 1992. In the 
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short-run, therefore, SEMATECH’ s financial viability is 
somewhat guaranteed. It cannot be totally guaranteed, of 
course, because Congress could cut federal funding or member 
firms could leave. Although to prevent this, member firms 
must commit to a four-year financial period. 

SEMATECH’s short-run goals, however, are somewhat more 
uncertain. This is due to two uncertainties: technical and 
market. Technical uncertainty deals with the probability of 
developing whatever technology SEMATECH envisions. There is 
always a risk involved in R&D; however, with the numbers of 
talented scientists from each member firm there is at least 
a reasonable percentage of success here. Market 
uncertainty, though, can be quite a different factor, 
especially in an area where others seem to have comparative 
advantages. Therefore, it is by no means assured that 
SEMATECH’s emphasis on re-taking the DRAM production lead 
from the Japanese will be successful in light of the 
Japanese comparative advantage. 

In the long run, the critical question is what happens 
after direct federal involvement ends? What are the 
procedures for choosing R&D projects? Interviews with 
SEMATECH representatives indicate that much the same 


produces that are in place currently will be continued. 
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That iS periodic strategy sessions are held wath 
representatives from each firm and long-term decisions are 
made via group consensus. Small firm and large alike are 
ven egual billing àn this» forum. Without the focusing 
attention of the initial 64MB DRAM goal, problems may indeed 
arise between firms whose long-term vision and on-going 
internal R&D Programs do not match. This could bode poorly 
fer shutbuce viability- Japan’s MITI, while not always 
successful, provides funding efforts focused on a specific 
goal. Once this specific goal is achieved, the MITI- 
sponsored cooperative pact is disbanded. The member firms 
do not continue on their own initiative. 

SEMATECH expects to remain a productive entity in spite 
of the potential problems described. Realistic? Probably 
not, but that is a risk the individual firms will need to 
assess when conflicts arise. By this time, the Federal side 


of SEMATECH will presumably be over. 


F. CONCLUSION 

In the final analysis, is SEMATECH the best way for the 
U.S. taxpayer to spend $190 million/year for six years? For 
the following reasons, gleaned for the arguments for and 
against SEMATECH as already stated, there is reason for 


skepticism. 
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Does Japanese superiority in DRAM production pose a 
national security risk? No evidence, historical or 
otherwise, indicates that our strongest allies will 
restrict militarily-important industrial components. 
Besides, there are mechanisms available to ensure 
adequate short-term, and probably long-term, supplies 
in case of a crisis (via captive producers, for 
instance); 


Are SEMATECH’s goals properly focused? While the 64MB 
DRAM certainly has numerous potential payoffs, it is 
competing directly with Japan in an area where Japan 
seems to have developed a comparative advantage through 
its years of experience in this field. Federal funding 
might be better directed toward quantum-leap 
technology, in areas where no particular nation has yet 
achieved superiority, in order to receive adequate 
payback for its investment; 


Is DOD the appropriate sponsor for SEMATECH? DOD has 
no inherent responsibility for the commercial viability 
of the semiconductor industry. As it currently stands, 
the $100 million annual federal support comes solely 
from the DOD budget, ultimately at the expense of other 
projects. Because of its commercial focus, SEMATECH 
might more naturally be sponsored by a commercially 
oriented agency such as the Department of Commerce. 
Furthermore, SEMATECH should not preclude investment by 
DOD in more directly beneficial areas; 


Is SEMATECH directed at the proper market segment? 
American industrial strength, historically, has been 
especially viable in the entrepreneurial setting. The 
U.S. does not need to worry about the relatively low- 
tech DRAM and the dominance by foreign firms in this 
field. The fact that other countries are able to 
produce commodity chips at a comparative advantage to 
the U.S. simply indicates DRAMS are in the mature, 
standardized product life cycle stage. This is a 
normal and expected evolution of all products. [Ref. 
AG ae 22 Oils 


Federal funding might be better used to combat the 
dearth in scientific and other technical majors in the 
educational system. Ultimately, these graduates will 
continue to expand the horizon of the scientific world 
through commercial entrepreneurial and leading edge 
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firms. The small start-up semiconductor firms who 
specialize in customized chips have the highest profit 
margin and are the most successful section of the 
entire world-wide semiconductor industry. Creativity 
and innovation is what needs to be subsidized, not mass 
production of already established techniques; 


= SEMATECH’s long-term viability is uncertain. After 
attainment of successful 64MB DRAM production, it may 
become difficult to find agreement between the large 
and small member firms. Their respective focus may be 
on different segments of the semiconductor industry. 
In addition, many member firms may have strong internal 
R&D capabilities. This increases the problem of 
setting long-term goals because member firms will want 
consortium projects to complement, not duplicate, their 
on-going internal projects. Furthermore, firms with 
the strongest internal R&D capabilities may be 
hesitant to share their talents with those firms that 
have weaker (or no) internal programs. 


- The U.S. may have to accept the internationalization of 
high technology as a given. America is no longer 
living in a world where her preeminence is guaranteed. 
Cooperation among technologically advanced nations may 
have to be more pronounced. Protectionism will only 
tend to inhibit the mutual benefits of utilizing each 
others specific skills toward producing a common 
product; a product which neither one might be able to 
manufacture on its own. 


G. PERCEPTIONS 
While the semiconductor industry in the U.S. has its ups 


and downs, it essentially is no different than any other 


industry. Some segments of it are stronger than others. 
SEMATECH concentrates on one such segment: the low-profit, 
high-volume commodity chip production market. Can and 


should we save this segment, or should we concentrate on 
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segments where we have a comparative advantage? More 
fundamentally, is the threat real or perceived? Is the 
Situation the semiconductor industry finds itself in a 
natural trade pattern in the product life cycle? SEMATECH 
was proposed, after all, as the best solution to counter 
this perceived Japanese threat to the U.S. semiconductor 
industry. 

SEMATECH’s short-run viability depends on whether the 
U.S. can and should salvage a market segment where Japan and 
others (Korea, Taiwan, etc) appear to have developed a 
comparative advantage. SEMATECH’ s long-run viability 
depends on its ability to coordinate the diverse interests 
of its members. The national security benefit depends on 
the importance of retaining a domestic merchant capability 
in low-profit, high-volume commodity chips and on SEMATECH 
as the best alternative for maintaining this capability. 

Encouraging a free and open market for entrepreneurs, 
our real strength, and funding education programs to 
replenish the scientific community would seem to go much 
further, in the long run, in ensumeng Americassa Donn 


technology leadership throughout the world. 
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VII. SUGGESTIONS FOR FURTHER STUDY 


There are a number of areas for in-depth study related 
to the issues raised in this thesis. While certainly not 
all inclusive, the following questions may be of particular 
interest for continued research: 


- What are the relationships between the smaller member 
firms of SEMATECH and their larger peers? 


- What are the prospects for SEMATECH long-term 
viability? 


- To what extent does DOD relay on low-profit, high- 
volume commodity chips in its weapons systems? 


- What is the link between nationals security and the 
domestic industrial base? To what extent will 
technical leadership or mobilization affect this link? 


- If it is determined that DOD should relay more on the 
allied defense base, then which products and which 
countries should be permitted entry into the U.S. 
defense market? 


- Which products should retain a domestic production 
capability and how should this be accomplished? 


- What past experience does the U.S. have with the other 
protectionist policies as they relate to defense 
products (i.e., antidumping, Buy American, etc)? 


- What circumstances (industry structure, R&D level) 


appear most conducive to utilizing a consortium as 
opposed to another orqanizational form? 


25 


- What is the appropriate type of consortium for meeting 
these circumstances (i en university oriented, 
centralized, independent, etc)? 


- How is technology transferred most effectively? How is 


technology prevented from being transferred when 
desired? 
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